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FOREWORD

Rapid increases in the cost of electricity have caused considerable
public concern. Numerous changes have been proposed which might slow
these increases or give relief to certain segments of the population.
However, the issues which must be addressed are often technical and com-
plex, making it particularly difficult for the public to determine which
of several courses of action is the most appropriate.

This report examines reasons for the rising cost of electricity and
analyzes several issues likely to confront the General Assembly in 1978.
The study of electricity rates in Kentucky was directed by Senate Resolu-
tion 61, passed by the 1976 General Assembly.

The study was conducted by Linda Kubala in conjunction with the
Pubtic Utilities Subcommittee of the Interim Joint Committee on Pubiic
Utilities and Transportation, chaired by Senator William L. Sullivan.
The manuscript was prepared by Susan Eastman, Susan Harding, Cheryl

Jenkins, and Jayne Wise.

YIC HELLARD, JR.
Director

The Capitol
Frankfort, Kentucky
August, 1977
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SUMMARY

After three decades of decline, electricity rates began to rise in the
late 1960s. Rates have gone up faster than the overall cost of living since
1971, so consumers are faced with paying larger amounts of their income for a
service they have learned to take for granted. The cost of producing clec-
tricity, and with it the cost to consumers, will almost certainly continue to
increase in the near future.

There are many reasons for rising electricity prices, some of them beyond
the control of the General Assembly or electric companies. Companies bene-
fited from stable fuel prices for many years; fuel prices have skyrocketed
since 1976G. In the past, utilities were able to lower costs by building
larger plants and utilizing improved  technologies; today, improved
efficiencies no longer offset the higher costs of constructing new generating
capacity. Pollution control equipment has helped preserve the quality of our
air and water, but also has added to the cost of producing electricity.

Consumers understandably are concerned by the increasing costs and have
proposed numerous solutions to industry problems. Responsible action by the
legislature, utilities and consumers may minimize rate increases and assure
that the burden of higher rates is shared fairly by all customers.

issues surrounding the industry and its rates are complex and in many
cases ave very technical. Certain topics were raised repeatedly during the
investigation for this study and are likely to confront legislators during the
1978 Session. These issues are as follows:

1. Operating Expenses and Rate Base. There is a widespread belief that
utilities pass unnecessary expenses on to consumers. Consumer groups
argue that expenses for charitable contributions, advertising and
promotion should not be passed on in rates. Utilities in some states
must underge management audits to show whether they are being run
efficiently. Controversy also surrounds the inclusion of construc-
ticn work im progress in the rate base.

2. ¥uel Adjustment Clauses and Coal Buying Practices. The fuel adjust-
ment clause is poorly understood, although it is part of the rate
ructure and amounts charged are regulated through the Public

Service Commission. Since this clause allows utilities to pass fuel
costs on to the consumer quickly, it is felt that this removes any
incentive to get the best possible price for fuel.

(8]

System Expansion. Critics argue that wutilities are building more
capacity than actually is needed to meet demand. The cost of new
plants is a major reason for rising rates.

4. Sales Tax on Electricity Bills. Since electricity is a necessary
comnodity, legislation was introduced during the last Session to
remove the sales and use tax from residential electricity bills.
Similar legislation is likely to confront legislators during the
coming Session as well.



5. Alternate Rate Structures. Current electricity prices are based on
declining block rates. Customers who use small amounts of elec-
tricity pay more per kilowatt-hour than those who use more. Critics
argue that these rates no longer reflect the cost of serving cus-
tomers, that they provide no incentive to conserve energy, and that
they do not help the industry reduce its peak loads. Several other
rate designs have been proposed which might better reflect costs or
might improve load management.

4. Rate Relief for Citizens on Low or Fixed Incomes. Increases in elec-
tricity rates have been hardest on poor residential households.
Several proposals have been made to lower the cost to these cus-
tomers. Lifeline rates would provide a minimum amount of electricity
to customers at a low price and additional amounts at higher rates.
Utility stamps, patterned along the linmes of food stamps, would pro-
vide a government subsidy to low income users.

7. Confusion owver Bills, Rates and Utility Policies. Many consumer
feel that their electric bills should contal rate information ¢
inform them exactly what they are paying for. FEach company employs a
somewhat different rate schedule, making comparisons between compa-
nieg extremely difficult. Company policies may differ between vtili-
ties, although general rules are set by the Public Service Commis-
sion.

]

These issues require respeﬂsikle soluts The electric industry is
heavily regulated, and it can be argued that excess

sive and conflicting regula-=
tion has added tc the burden of higher rates. Cars should be taken that the
impact on various segments of society be considersd before legisiation is
enacted.
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CHAPTER 2

AN OVERVIEW OF THE INDUSTRY
AND RISING PRODUCTION COSTS

THE ELECTRIC INDUSTRY 1N

KENTUCKY: AN OVERVIEW
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REASONS FOR RISING COSTS OF ELECTRICITY

During the past ten years there have been major changes in the long-term
economics of producing electricity. After several decades of declining unit
costs and periodic rate reductions to consumers, these costs now are rising
even faster than the general inflation rate. Careful management and legis-
lative action can insure that increases are justified, but it should be recog-
nized from the onset that some factors are beyond the control either of utili-
ties or of the General Assembly. Higher fuel and labor costs have occurred
and will continue to force rates higher in the future. These and cther sig-
nificant causes of rising costs are discussed in this section.

General Inflation

According to the Consumer Price Index, families had to pav over $1.8¢ in
1877 for goods and services which cost them $1.00 ten years ago. Increased
oste of everything from labor to equipment have affected electric companies
7 increasing operating costs.

fost of Fuel

avgest single item of operating expense for most utilities is the
iel. The Federal Power Commission estimates that fuel costs com-
out 32% of the total annual costs of electric utilities in 1974, or

it 71% of the operating costs of producing power. (See Appendix E, Exhibit
These figures differ somewhat for each utility, but are fairly reprebenta~
r Kentucky’'s generating plants.

figure on the following page shows trends in the cost of fuel and in
costs of producing a kilowatt-hour of electricity. Fuel prices were
v stable from 1950 through the later 1960s, but tripled between 1870
The effect of these increases on electricity rates are painfully

tc consumers, whoe see the rising fuel adjustment charges and
es on their bills,

Most of Kentucky's electric utilities purchase coal under 20, 30, or even

50-year contracts. They were spared the extreme fluctuations in price which
occurred during the oil boycott and can still purchase coal at favorable
rates. All fuel contracts, however, contain escalation clauses, s¢ even pur-

chases made under long term contracts are affected by the rising costs of
coal. This is discussed in more detail in Chapter 3 of this paper.

In testimony before the Public Utilities Subcommittee, Louisville Gas and
Electric reported an increase in its coal prices from $5.63 per ton in 1970 to
$16.63 per ton in 1977. Kentucky Utilities' price went from $4.58 in 1965 to
$20.87 today, and TVA reports an increase from $7.43 to $20.32 per ton in just
four vears.
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Scrubbing flue gas is extremely expensive, given current technology. The
scrubber on a 60 megawatt unit of Kentucky Utility's Green River power plant
cost §64 per kilowatt of capacity; operation and maintenance costs add about
0.202 cents per kilowatt-hour. East Kentucky Cooperative estimates that in
1982 a scrubber on a 600 megawatt power plant will cost nearly $100 million.
Operation and maintenance of the scrubber may add an additional 10% to 20% to
the cost of each kilowatt-hour produced. Estimates of capital and operating
cost provided to the Public Utilities Subcommittee are included in Appendix E.

Generally, wutilities have tried to avoid instaliing flue gas
desulphurization equipment by burning Ilow-sulphur coal; an exception is
Louisville Gas and Electric Company. Companies argue that scrubbers have not
been proven effective enough to warrant such large investments. The industry
also is looking at alternate technologies which might make current scrubbers
cbsolete.






CHAPTER 3

CURRENT ISSUES RELATED TO ELECTRICITY RATES

The era of declining electricity costs is over. Perhaps at some future
time efficient use of wind, sun, or ocean currents will again lower costs.
Unless or until this happens, consumers as a group must pay more for the
energy they consume. One speaker before the Public Utilities Subcommittee
egtimated that the cost of power would increase by 250% in the next seven
vears.

This does ﬂot mean that nothing can be done to minimize costs or H’strlbm
uLe them more egu

itably among consumer classes. Higher rates
some segments of society and have created probl
e legislature, the Public Service Commission, or the elec-
, Iie problem is not unique to Kentucky. The federal er
ment cur. FHLL} is considering a number of bills which would change the cha
acter of the electric industry and the styucture of rates.

Issues surrounding the industry and its rvztes are complex and in many
very techmical. The topics coansidered in this section are those which

) to cause the greatest concern either to consumers or to the utilities.
Questions cf fuel buying pracitices, rate structures, management efficiency and

excess capacity were vaised Lepeatedl during the investigation and are likely
-

confrent 1€g1alaLOT€ during the 1978 Session. These popular issues are
ussed in some detail in this chapter.

OPERATING EXPENSES AND RATE BASE

setting the rates which <can be charged by a utility, he Public
mmission first establishes the total revenue needed to cove necasg-
rating <¢osts, rvepay debt obligatio 39 and give owners a xe asonabEe
their investment. The Public Service Commissiocn must ensure that

utilities under its jurisdiction remain finansiaily sound and at the same time

provide reasonable service to their customers. Unless there is strong evi-
dence to the contrary, the Commission traditionally has assumed that the util-
ity is managed ei11C16ntly and that costs incurred are necessary. rphif prem
sumption has a long legal history, summed up in a Supreme Court dec on of
1935:

Good faith is to be presumed on the part of the managers of a busi-
ness...In the absence of a showing of inefficiency or improvidence
a court will not substitute its judgment for theirs as to the mea-
sure of a prudent outlay. (West Ohio Gas Company v. Ohio Public
Utilities Commission, p. 72)

All expenses nevertheless are subject to review by the Commission.
Rising electricity rates have focused popular attention on certain costs and
on the management efficiency of regulated utilities. Some of the major issues
are summarized below.

11



Charitable Contributions

Electric companies in
ties and community pfcjea

whele community and enhance c

aot necessary costs of providis =¥ 51 C e
forced Lo contribute to @uch 1ge c 1 ublic
Service Commission has ﬁi8411£¥€d cha 1Lable contributions during the past
vear, stating that they should be absorbed by investors, not customers

Promotional and Advertising Expenses

-

Since electric companies are monopolies, it is argued that they do not
need to advertise or otherwise promote their services, and that this is par-

tic ilarly true since the current emphasis is on rving rather than promot-
ing energy use. Consumers have become very critical of advertising an
sromoticnal fairs and contests held by some of the rural coopera

1 I I

these activities are highly visible, they contribute cyo1it
costs. JInstitutional advertising can Dbenefit cco ssmgva as wel]
utilities by informing the public about new services,
ideas, ovr encouraging off-peak electricity use. 5o
Commission has allowed these expenses to be passed on

4

to customers

Management Efficiency

These its,
ch  are hege
iits, us trate
ther & for

improvement orth
na e

e

wuu CS at the

mandated

ﬂaﬁey




on information provided by the utility, it may be difficult to identify abuses
when they occur. The Attorney General's office provides a valuable service in
this respect. Members of the Consumer Protection Division intervene on behalf
of consumers in major cases before the Public Service Commission. In many
cases they are able to bring opposing arguments to the attention of the
“Commission and identify issues in specific cases.

Administration, advertising, and similar expenses make up only a small
portion of «costs incurred by electric companies. Because these expenses are
visible and easily understood by the public, they have taken on an importance
greater than their share of total costs.

Construction Work in Progress

The treatment of construction work in progress when figuring rates 1is
given considerable importance by utility experts but has not become a popular
issue. Utilities are allowed a rate of return, or profit, on the value of
their dinvestments. These investments .are commonly referred to as the rate
base. These revenues are in addition to amounts needed to cover actual
experses. Critics argue that no profit should be allowed on a new plant until
it actually is providing some service to consumers. Treatment of construction
work in progress can have a significant impact on rates of some companies,
considering the huge amounts of investment affected.

The Kentucky Public Service Commission usually allows a reduced rate of

return on construction work in progress. This issue is treated in more detail
in Chapter 4 of this study.

FUEL ADJUSTMENT CLAUSES AND COAL BUYING PRACTICES

[}

Fuel Adjustment {lauses

Fuel adjustment clauses enable utilities to pass increases or decreases
in fuel cost directly through to consumers. They are based on the premise
that fuel mavket prices are highly volatile and largely beyond the control of
utilities. Fuel adjustment clauses have been used in Kentucky since the
1940s; by 1958 the vast majority of electric utilities in the United States
had adopted them. Most of the clauses were applied only to commercial and
industrial users simce the cost of administering a residential fuel clause was
thought to be greater than the potential revenue gain. In recent years the
advent of computerized billing has made it easier for utilities to include
fuel adjustment clauses in electric rate schedules of all kinds.

Fuel adjustment clauses received little attention from either consumers
or regulatory autherities until the sharp rise in fuel costs during and after
the 1973 o031l embargo. Then these charges became a significant part of cus-
tomer bills, which rose from month to month but never seemed to decrease. The
automatic character of the clause seemed to bypass the ratemaking authority of
the Public Service Commission and to lower the incentive of utilities to mini-
mize fuel costs. Therefore, much of the outcry over higher electric bills has
been directed at fuel adjustment clauses.

13



Much of the criticism of fuel adjustment clauses stems from misunder-
standing of their operation and regulatory basis. An example will show the
operation of a simple fuel clause. Assume that the permanent rate structure
predicts a base fuel cost of $1 million during a given period and that energy
sales to consumers are 100 million kilowatt-hours. This means that each
kilowatt-hour sold has a permanent component of $.01 for fuel, which is
included in the rate base.

Now assume that during that period actual fuel costs were §1.3 million,
an increase of §$300,000, or 30%. 1In its simplest form, the fuel adjustment
clause would divide the $300,000 by the 100 million kilowatt-hours sold and
arrive at a billing adjustment surcharge of §.003 per kilowatt-hour. A cus-
tomer using 300 kilowatt~hours would have a total fuel adjustment charge of
5.90 {300 kwh X $.003 per kwh). If the actual cost of fuel were $700,000, on
the other hand, the customer would receive a credit of $.003 per kilowatt-hour
on his bill.

T

I

The clauses currently in effect in Kentucky apply such a charge to all
kilowatt~hours billed either ¢to residential, commercial, or industrial cus-
tomers. There are g few minor exceptions, such as electricity for street

lighting, ouftdoor lighting, amd traffic control.

Qtructured and used, fuel adjustment clauses save customers
in through lower ra tes especially in times of rising fuel

are the largest 31ng1e operating expense for electric
costs rise, a utility without an automatic adjustment
the funds to pay the higher costs until a rate increase is
expenses then must be paid by customers in addition to fuel
automatic adjustment clause utilities also have to apply

7] more frequently. The costs for preparing these rate
svie by the consumers of electricity. ‘

ises are an integral part of the tariff structure and
tored by the Public Service Commission. Expenses which
ds of calculation are specified in the tariff. The
company fuel purchases and the amounts charged under
2 to ensure that the clause 1ig being implemented

Special Advisory Commission on Electrical Utility Rates
ed the use of fuel adjustment clauses and commissioned a
v of procedures being used in Kentucky. The Commissiocn
£ the fuel adjustment concept should be retained. However, it
iticized the diversity of fuel clauses in use by the different utilities and
recommendzgd £ the Public Service Commission implement a uniform fuel
adjustment Qlﬁveéﬂﬁ( which would be used by all utilities under its jurisdic-
tion. The Govermor's Commission recommended that this clause:

sure aguitability for both consumers and utilities;

-
e
=
D

ho
s
o
£
¥

litate the monitoring of utility performance in the computational
and accounting as well as fuel procurement areas;

L2

Be precise and specific in its language;
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4. Be reviewed prior to approval and regularly subsequent to implementa-
tion, and be approved, publicized, and rigorously monitored by the
Public Service Commission;

5. Provide for a rolling reconciliation, correcting any errors during a
period in the succeeding period; '

6. Minimize the recovery lag;
7. Utilize costs per kilowatt-hour basis exclusively; and
8. Utilize a zero, or as near zero as practical, fuel base.

The Public Service Commission has not vyet designed nor attempted to
implement a uniform fuel adjustment procedure. The clauses in effect continue
to vary in almost all aspects. Changes in fuel adjustment clauses authorized
by the Public Service Commission since release of recommendations by the
Governor's Special Advisory Commission are as follows:

1. Two utilities decreased the lag between the cost period and the bill-
ing month

2. One utility increased its fuel base which is the amount of fuel costs
included in the regular rates :

3. Une utility changed its calculating procedure from 8. /million BTU
to §. /kilowatt-hour. A majority of utilities under PSC jurisdic-
tion still use the §. /million BTU base for calculations.

The use of a uniform fuel adjustment clause would be desirable because it
would be easier to monitor, would allow comparisons between one utility and
another, and would be easier for consumers to understand. However, a standard
Kentucky clause might cause problems to some utilities; a spokesman for Ken-
tucky Utilities, for example, stated that the clause used by that company was
mandated by the Federal Power Commission, which regulates its sale of whole-
sale power. The Public Service Commission cannot mandate the fuel adjustment
procedures used by municipal electric or TVA distributors, so a uniform clause
would not standardize procedures throughout the state.

The Public Service Commission has taken some actions related to the
recommendations of the Advisory Commission. It has adopted procedures to
monitor accounting and fuel procurement of utilities. It has revised a number
of fuel adjustment clauses to insure that they are precise and specific and is
now studying some areas where precision is particularly difficult, such as the
inclusion of purchased power, line losses and heat rates. The Commission also
has considered rolling reconciliation in succeeding periods but found that the
accounting complications and the minute amounts involved do not warrant this
procedure.

Coal Buying Practices

One of the main criticisms of fuel adjustment clauses is that since they
allow utilities to pass on increased fuel costs to customers, utilities have
no incentive to obtain the best possible price for fuel.

15



Even without automatic adjustments to rates, fuel costs would come under
scrutiny by consumers unhappy with their high bills. Fuel is the largest item
of operating expense for all but hydro-electric generation. Changes in fuel
costs have a greater impact on customer bills than any of the expense items
considered in the previous section.

About 959 of the electricity generated in Kentucky comes from coal, most
of which also is produced in the state. The issue of fuel procurement thus
focuses on prices paid for cecal, sources of coal supplies, and relationships

between coal producers and ltlilf‘EQq
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from that mine on a cost-plus basis. However, the coal proved to be of a
quality which c¢ouid not be burned economically at the plant and which could
not meet the standards of the Environmental Protection Agency. Thevefore, the
contract, which should have provided lew cost coal by aveiding all transporta-
tion LO&T? had to be voided.

vates, the Public
=g imports coal fi

SYSTEM EXPANSION
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The value of this excess cayac ty has been queatLuued in  recent

Teday the cost of new plants is a major factor in increased rates.
argue that the rate of increase in electricity use has slowed, so the aﬁu&tfy
does nct need to build 211 the new units it has planned. They argue that
instead of building new plants, utilities should use better lozd management
techniques to reduce peaks in demand. They also state that greater use of
po arrangements would reduce the need for more capacity.
ies in Kentucky plan a 55% increase in gpneraglng capacity between
4, according to Lht Special Advisory Commission on Flectrical
s and Regulation. These fégures de not include a 600 megawait unit
planned by Cincinnati Gas and Flectric "Ompany, which will be located on the
Kentucky side of the Ohio Rlver° Companies argue that this expansion 1is

necessary to meet the growth in demand over the decade.
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All Kentucky generating utilities have interchange agreements with other
companies Lo buy and sell power between areas as needed. Kentucky utilit
also )ejcna to the Fast Central Area Reliability Council, a group &l
the industry to zugment the reli a?"iLLv and adegu k power supply in
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SALES TAX ON ELECTRICITY

rtain to be AnfzuuuL&

v

fhose who would remove the sales

x from electvicity bills argue that

[
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slectricity, like food, is a necessity cf life. Low incoms persons must pay a
larger portion of their total income for electricity then the affiuent, and
those whe use the smallest amounts of elektrlrLty pay the highest rvates for
what they use. Therefore, it is argued that the sales tax on electricity is sz
regressive tax, places an unfaiv burden on those least able to pay, and should
be repealed

Removal of the sales tax only on electricity would discriminate against
households who heat or cook with other fuels. Therefore, exemptions for elec-
tricity usually are proposed together with exemptions for all fuels. Coal for
home consumption was exempted from the sales tax in 1976.



The exact revenues derived from the sales of 1ndzv1dual tilities are not
lable but can be estimated from data for all utility sales. Sales tax
O

avai
receipts from all utilities except telephone tetaied 540,591,000 for fiscal
year 1975-76. Receipts for fiscal year 1976-77 ave expe cted to reach
§47,000,000. From this data, individual uvtility revenues are estimated as
f@llows,
Water § 2,350,000
Electricity $31,900,000
Gas §12,750,000
Usually exemption of utilities from sales tax is thought of in terms of
exempting utilities for residential use, rather than exempting all use. Resi-
i use would account for about oweﬂb 1f of the amounts listed above.
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ALTERNATE RATE STRUCTURES




1. Demand or capacity costs; cost of production facilities needed to

supply customers with electricity. These costs vary with the
kilowatts of capacity required for the wutility to meet its peak
demand;

2. Energy costs; costs of producing a given amount of energy, which vary
with the number of kilowatt-hours produced. The main components are
fuel and maintenance costs; and

3. Customer costs; costs of serving an individual customer, which do not
vary with the amount of electricity used. Administrative, billing
and metering costs are included in this category.

Each of the basic rate designs discussed in this section is justified by cost
of service principles. Differences stem from varied assumptions about the
behavior of costs and methods of including these costs in a fair and under-
standable schedule of rates.

Declining Rlock Rates

The traditional rate structure, which is used throughout Kentucky,
called declining block. Under this structure customers are charged more
the first blocks of energy they use than for later blocks. Residential ¢
tomers may have a minimum charge or service fee 1in addition to the energ
charge, and large commercial or industrial customers must pay a demand charge.
A simple declining block schedule is shown below:

fo b
& e
i

oy W
et

P

RESIDENTIAL
First 30 kwh $3.00 minimum charge
Next 100 kwh 6 cents per kwh
Next 500 kwh 2.5 cents per kwn
Next 800 kwh 2 cents per kwh

fad

Additional kwh .7 cents per kwh

LARGE POWER RATE (industrial)

Demand charge ! $1.40 per kw {maximum
required at any one
time during the month}

First 3500 kwh
Next 6500 kwh
Additional kwh

cents per kwh
cents per kwh
cents per kwh

=t N
s T

These rates essentially recover the three elements of cost described
above and also include a promotional element, both with respect to promoting
additional energy consumption and to promoting system expansion. In the past
it could be argued that promotional efforts were compatible with cost recovery
pricing and that the promotional efforts lowered the unit cost of electrical
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energy and improved the standard of living. Expansion allowed the utilities
to build more efficient plants, which lowered rates. The lower rates for tail
blocks of electricity could be justified on the basis that the marginal cost
of electricity was lower than average cost. .

Rapid inflation and energy shortages have made declining block rates less
appropriate. Today new generating facilities cost so much to build that eiec-
tricity from these plants costs more than that from existing plants. There-
fore, marginal cost, or the cost of producing an additional kilowatt-hour of
electricity, is actually higher in the long run than the average cost of elec-
tricity now produced. Our national policy now is to conserve energy, not o
promote its use. Those concerned with the plight of poor families alsc criti-
cize the current rates. Customers with few appliances and iow use must pay
the highest rates and may actually subsidize more affluent residential cus-
tomers.

Several alternate rate structures have been proposed, based on different
assumptions about the cost of service. Rates aimed primarily at helping the
poOY 0Y encouraging conservation are discussed in the next section.

¥lat and Inverted Block Rates

Flat or inverted block rates have been suggested as
tomers the higher costs of producing energy. Under f
1d be charged the same amount per kilowatt-hour, regardiess
;dq Under inverted block rates, users would be charged mo
ding block of usage. Most pr0p0ﬂﬁnzs of flat or inverted v
uniform schedule across customer classes so that LOmm€”P§&1;
sidential users would pay the same rates. The result would
demand costs would not be chargec
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.1 but the 1avgest residen ; Inverted
d . to industrial users, acco recent study
Energy nistration. Large customers would have more reason
electricity9 so these rates might lead to decreased consumption.

of flat and inverted rates charge that they are
ctricity costs in the long run because large indusirial
iy

i
seek alternate energy supplies and load factors will deteriorate.
tric utility must maintain sufficient genmerating and tfransmissicn e
te supply the peak demands of its customers. The cost of these e
must be recovered whether they are used continually at capacity o ey
they are fully utilized only twice a year tc meet a peak in demand., Large
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[



industrial users, as a class, tend to use a constant amount of electricity
over time, which stabilizes overall demand on the utility.

Time-of-use Rates

Time-of-use rate structures provide varying rates for electricity use at
different hours of the day, week, and vyear. Such rates are currently in
limited use in the U.S. either in rate experiments or for specific end-use
loads, such as hot water heating. Time-of-use rate structures have been sug-
gested as a means of improving system load factors, especialliy when used
together with load management practices. They also are premised on a cost of
service basis. It is argued that the costs of providing electricity vary not
only with the amount and rate of consumption, but also with the time of con~
sumption. The electricity supplied at peak times is more expensive because
part of it is being produced from less efficient peaking plants, which may
burn oil or gas rather than coal. Furthermore, users who contribute to the
peak demands are thought te be responsible for the need for new facilities,
and the cost of this expansion.

Specific proposals for time-of-use rates vary, although these usually
retain different schedules for residential, commercial and industrial o
tomers.

tomers willing to use electricity at off-peak hours cou

bills, and improved load management could raise the overall e
electricity production if time-cf-use rate schedules were adop

these rates require meters which measure consumption by time of day
short run, the higher cost of these meters might offset any redu
bills. .

Provisions in the National Energy Act, currentiy before Congress, would
reqguire the wider adoption of time-of-use rates.

o

¢

Considerations in Adopting Rate Structure Changes

In addition to the schedules discussed above, other rates have
gested for nen-economic reasons. Lifeline rates, which are die
have some cost of service raticnale but are designed ¥
come individuals and encourage comservation. Other r
- by environmental groups to lower consumption and therehy
e new facilities. EKach of the basic rate structu
posed in numerous variations.

The declining bleck rate structure probably will be altered in
few years. President Carter's energy proposals include changes in elec
rate structures, and the Federal Energy Administration has funded expe
with time of use electricity pricing. Several states are studying rate
and experimenting with different rate schedules.

The Governor's Special Advisory Commizsion recommended that electyic
utilities iacrease seasonal load management efforts and that the Kentucky

Public Service Commission encourage this work. To date iittle has been done
in this ares.



Changes in the rate structure will not materially lower the price of
electricity; the main purpose of the changes is to distribute costs as fairly
as possible. However costs are allocated, they still must be paid by cus-
tomers either directly or indirectly. Electricity prices are part of the
total economic environment, and changes effect other parts of the economy.
The money consumers must spend for electricity is not available to purchase
other consumer goods. If industrial and commercial users are asked to
subsidize residential rates, then the higher rates they pay will be added to
the cost of their products or services. Therefore, it is unrealistic to
believe that higher electricity costs will somehow disappear with rate reform.

Major changes in the rate structure should be made with caution, consid-
ering the needs of all customers. Households with all-electric homes, {for
instance, have paid fairly low rates under the present system; reliable elec-
tricity at reasonable cost has attracted some industries to the state. Any
change in the rate structure will work to the advantage of some customers and
to the disadvantage of others.

-

Changes from the present rate structure nevertheless shoul
ered, and experiments with alternate structures on a region 31
should be encouraged. Changes in rates can lead to more equi

all consumers aund give incentives for vresponsible use Df
resources.

RATE RELIEF FOR CITIZENS ON LOW OR LOW FIXED ITNCOMES

Basic electric service is a necessity of modern iife. Eegic
temers may vespond te rising rates by cutlting back uneszential
cannot dispense with the service altogether. Higher
together with rising fuel costs in general, have Caused COnRCay
of Rentucky's poor, and particularly the elderly poor, who are
absorb these costs. Euring the recent severe winter some rebi:
jayendena on electric space heating reported electricity bilis
their Social ri necks.

nt

]

A number of methods have been suggested to lower the price of
to those least able to pay. Essentially these can be divided between
als to alter the rate structure, and proposals to offer s direct
administered by a government agency.

‘eline Rates

Lifeline is a term applied to rate structures which provide 2 minimus
amount of electricity at low cost and charge higher prices for use beyond the
minimum, or lifeline amount.

Except for this provision for a minimum block at low cost, the specif
structures called lifeline may vary. All residential users would be eligib
under some lifeline proposals; others would apply only to elderly o 1
income customers.



Lifeline proponants claim that these rates will alleviate the burdens of
rising energy prices on the poor and fixed-income population and insure that
such people can afford electricity for essential purposes. Those who consume
small amounts of electricity now pay the highest rate; these customers may
actually subsidize larger residential users. It also is argued that increas-
ing the price per kilowatt-hour for the higher levels of cossumption will
encourage energy conservation, even though prices for the initial block are
reduced. :

Lifeline rates have Deen under consideraticn for a number of vyeavs, no:
only for electricity but also for other utility services. The Kentucky Publiic
Service Commission curvently is studying the desirability of such rates in
regponse to a recommendation by Lbe Governor's Special Advisory Commission cn
sctrical Rates and Regulation., A bill calllmg for lifeline retes was intro-
iced in the 1976 legislature, and 1 feline legislation has been introduced in
most states at some time. Lifeline-type rates currently are in effect in
parts of California, Maine, Ohio, Penmnsvlvania, Georgia, and Arizona.

o
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ify for lifeline rates, while a poor family in an all-electric home might pay
more than before.

Several methods have been suggested for assisting the poor directly with
government subsidies. One of the most popular is that of wutility stamps.
Utility stamps could be provided on a basis similar to food stamps and could
be applied towards purgﬁases of fuel or payment of utility bills. Such a
scheme would have several advantages:

1. The amount of subsidy would be based on income, and famiiies not on
other public assistance could qualify for partial subsidy;

2. The quantity of stamps provided could be tailored to the mneeds of
sach familv;

3. The subsidy would be provided directly to customers from publ
Hik i ties would not be asked to admivister or finance 2
assistance scheme; and

ould cover payments for all specified fuels or utiii-
ectricity.

rogram probably could be administered th
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or a uniform extension policy will not bring down electricity costs. Never-
theless, these issues cause considerable popular resentment and therefore are
included here.

The Monthly Electric Bill

The monthly electric bill 1is the main tool households have to monitor
cheir electricity consumption. The format of the electric bill, as well as
the amount of information contained, varies from company te company. Con-
sumers complain that the bill does not tell them, in a way simple enough to
understand, what they actually are paying for.

Most, but wnot all, bills contain the meter readings, the number of
kilowatt~hours used, taxes, and fuel adjustment charges, although consumers
that the fuel adjustment entry is hard to understand. All bills
the amount due and the date due. Apparently none include the rate
used to calculate the bill.

Utility compaunies argue that it is impossible to print the rate dule
somewhers on a customer bill. This is so because all bills are printed on the
same cards. Thus, to print all appilcable schedules, including service and
demand charges, special rates, and other necessary information would indeed
i ib] different Iormats could be used for residential custon

-

is could have the residential rates pr rinted on the b:

¢

not a major issue. Customers always can tell how
e by dividing the number of kilowatt-hours they use
. But because the charge per kilowatt-hour depends on
vilowatt-hours used, this average doss » ¢
kilowatt-hour. They may need this information
a unew appliance they would like to purchase
through conservation. The customer alsc cannob
rate increases unless he happens Lo use exactliy
v from one wonth to the next.

obtain the applicable rates by reguesting
The fact that they mwust make a special eff

what they are being charged, however, creates the feeling that
would pr

~=fey that customers not have this information.

ﬁ.u
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of Hates

w

. over the difficulty of obtaining rate schedules increases if
counsumers try to compare their rates with those charged by other utilities.
ieg in Kentucky charge some form of declining block rates to resi

ALl
dential Lomers, 80 etﬂlng like the one shown on page 21. éll lm_13£1t§
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First 75 kwh cents/kwh

Next 150 kwh :::cents/kwh
Next 275 kwh ___cents/kwh
kwh over 500 ___cents/kwh

Two additional companies used the following schedule:

Customer charge: s
First 500 kwh __cents/kwh
kwh over 500 cents/kwh

companies used the same number
schedules. Some schedules used as
Some companies have s separvate >
for the first 16, 25, 30, 40, or JO P1&in
discount for bills pald 0&1019 a cert&zn date;
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in response to this request, all electric companies regulated by the
Public SHervice Commission were asked to submit their extension policies for
e specific case where a developer plans to subdivide and sell lakeside or
adjacent lots to individuals, and requests that electric lines be extended to
the subdivision before the lots actually contain houses. The development
would alL@W permanent, seasonal or mobile homes to be placed on the lots.

C“ L@ (‘3

survey summarized here appear in detail in Appendiz F.
ported a variety of policies concerning the distance
ended without charge, charges for upgraded facilities, and
to the developer. Ten of the respondents reported
developments of this type in their service arsg and
yere proposed they would have to interpret the
that particular case. A few of the stated pelicies
h existing Public Service Commission regulations, but

t  from applying these regulations in different ways o

sion  po r
tieg and : treatment. Recently a regulation was added
cover exbonsif o ,'7’, hiomes.

ering resort developments, however, may n
are large enough that the developer usually
occur infrequently, and electric companies can
individually. he companies already are restricted
mpnission regulations which apply to all extensionz of

regulations which specify exactly what
ig a problem encountered in every fie
basic ground rules and give exact
there 1is sufficient confusion over

INDUSTRY REGULATION

ion and new capacity, fuel purchases and alter-
responsible solutions. Proposed legisiatio
Cb ange on various segments of soc iﬂty, Mo t of
gi , simple solution. Some legislation passed

epealed or amended as the implications became

—

s heavily regulated, and it can be I
1lation has added to the burden of higher rates.
orney General's Office complied a 1 1 &
or to the construction of an electr
iwluded 41 federal agencies, 14 state agen
ia th

ieous agencies. While not all of these agen-
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cies are involved in each plant approval, a large amount of duplication and
red tape seems to exist.

During the investigation for this study, utility representatives repeat-
edly expressed frustration with the regulations under which they operate.
They do not argue against the need for regulation as such, but with conflict-
ing requirements by different agencies, with jurisdictional disputes which
catch them in the middle, and with laws or regulations passed without suffi-
cient study. The dispute between the Public Service Commission and the Ten-
nessee Valley Authority is an example. The Commission refused to approve
rates set by Tennessee Valley Authority for the six cooperatives it serves in
Kentucky. This dispute apparently has been settled, but at one time the Ten-
nessee Valley Authority threatened to quit supplying wholesale power to these
cooperatives unless they charged the recommended retail rates.

An amendment to the 1970 Clean Air Act which currently is before Congress
would make some changes in the methods utilities must use to limit stack emis-

sions. Utility companies are extremely sensitive to any changes in these
requirements because of the large sums of money involved if equipment must be
added or altered. Environmental interests argue that current standards are

gquite lax and that utility companies are delaying as long as possible in meet-
ing them.

The electric industry is highly capital-intensive, and must plan new
capacity well in advance of the time it will be needed. ZLucien E. Smartt in
Public Utilities Fortnightly claims that uncertainty as to what will be
required by government regulations in six months or a year is the reason most
often cited for deferment or inaction by utilities on large energy projects.

Additiomal utility legislation should only be enacted after careful con-
sideration. Utilities must be regulated, but they also must have enough free-
dom to make necessary operating and planning decisions. Changes in plant
design or location requirements should take into account the long lead time
required to plan new facilities. Changes in rate structures should first be
tried experimentally to see whether the results are as expected.
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CHAPTER 4

SYNOPSIS OF MAJOR ISSUES CONSIDERED

BY THE PUBLIC SERVICE COMMISSION, 1976-1977

The Commission determines wutility revenue requirements,
fizes , authorizes mnew construction, controls utility services, and
supervises zll financial transactions of the utilities under its jurisdiction.
Therefor th : of fhe Public Service Commission determine, in large
part i . be taken to resolve the problems discussed earlier in
this

e Commission acts as a quasi-judicial body, deciding the
se brought before it rather than formulating general policy
wdes of Commission members on issues of vrate design,
s, or new construction can best be seen by analyzing decisions
involving these issues.

el
L]

b

some of the major electric utility issues consid-
the past vear and reviews decisions which indi-
52 1ssues.

in

C/"CIQO‘

sudits have been proposed as a means of obtaining alternmative,
nymation to evaluate the efficiency of a utility ¢ ompdzJo Such
j tate regulatory agencies 1in Arizona, Comnecticut,

Kansas, Maryland, Michigan, Missouri, New Yor,y x@rtb
unia, and Vermont. In at least three states -~ North
Connecticut - periodic management audite are required
Management audits are used to demonstrate whether a
managed satisfactorily, and to identify areas for improve-
evience indicates potential cost savings of between 2% and

Service Commission required a management audit fov
ys Electrical Corporation, Case No. 6489. A similar
> for Louisville Gas and Electric, in Case No. 6601,

. The Commission apparently feels that a ma magpmeha
enly in specific cases and would not be cost effective

08T service expenses is an important part of most rate
in the cases of Kentucky Power Company, Case Noa 6542, and
~al Corporation, Case No. 6499. The Public Service Commis-
roposed wage and salary increases, increases in annual
snd increases in the cost of materials. Expense items
arge dollar amounts compared to fuel and rate base
aqtraverblal issues in rate cases.
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The Commission consistently ruled during the past year that charitable
donations are not operating expenses for the purpose of ratemaking. An
example is Union Light, Heat and Power Company, Case No. 6566. The Commission
has heard arguments that expenses for advertising also should be excluded when
this advertising primarily benefits utility stockholders or the utility
itself. {ritics would not exclude advertising primarily designed to promote
conservation or some other public good. To date, the Public Service Commis-
sion has alimwed the inclusion of all advertising expenses for ratemaking pur-
poses in electric cases. In a related case, however, about three-quarters of
SouLh Central Bell's advertising budget was disallowed in Case No. 6659.

Public Service Commission has authorized the use of fuel adjustment
all of the electric utilities. These clauses are monitored by the
staff and are reviewed as part of utility rate cases.

During the past year the Commission authorized fuel surcharges in addi~
tion to the normal fuel charges in two controversial cases, Big Rivers ¥Flec

trical Corporation, Case No. 6751; and Kentucky Utilities Company, Case No
6643.

Electrical Corporation applied in February of 1977 for author-
an energy surcharge to pay Peabody Coal Company $10 willion to
arising out of the development and closing of the Panama Coal
ter and Henderson Counties. This settlement was to terminate the
ween Big Rivers and Peabody after Big Rivers had received Panama
; unsuitable for the utility's use. The Public Service Commis-
zed payment of a $.00032 per kilowatt surcharge for not wore than
order dated June 20, 1977.

&, Kentucky Utilities Company filed for a modification in

e No. 6643. The company essentially proposed to change
to @ monthly base, which would have allowed it to retrieve

aros
1
O

¢ in the case because Kentucky Utilities gproposed to
ha cl ]

to recover two months of fuel expense it claimed wou

o

“harge 11d
>dification of the clause. The company claimed that its
gned te reclaim the actual expenses incurred earlier, so
months would be lost if the base were changed. Intervenors
orney General's office argued that monies would not be lost as
,gxs continue on their present upward trend and as long as the
data available to the company is utilized in its computations.
authorized a surcharge in the total amount of $§4,779,064. This
Ld on appeal.

h
d

Rate Base Items

The revenue requirements of a utility are calculated using the following
formula:

Utility Revenue Requirements = Expenses + Rate of Return x Rate
Base.
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In almost every electric utility case, the rate of return or rate base issues
involve many more dollars than expense issues. This particularly is true
since the fuel price increases, the most volatile expense items, are handled
separately through the fuel adjustment clause mechanism. In simple terms, the
rate base comprises the capital investment of the utility. The utility is
allowed a percentage of this investment as rate of return, or profit.

Rate base is a combination of the following accounts:

1. Total plant investment minus accumulated depreciation;

2. Construction work in progress;

3. VWorking capital requirements;

4. Materials and supplies;

5. Land held for future use; and

6. FPrepayments.

MINUS

.

. Customer deposits;
B. UCustomer advances for construction; and

9. Contributicn for debt service.

working capital
efore the Public

Of these zccounts, construction work in  progres
reguirements, and pfep yiments generated the
Service Commission during the last vear.

-t
M e
o

work in progress is an accounting
weﬂ rates and evenue on plants
i i f construction wozxk in progre

ion of
f new construction from ubility
rate payers. The risks of construction
of the gplant, the uncertain peviod of

: plant up0ﬁ completion. The 1n€1u510n ]
s also allows a rate of return upon a given plant without
nues from the sale of electricity.

ates ~ Avizona, California, Connecticut, Hawaiiy Tdahe
North Larolina, North Dakota Rhode Island,
yoming - prohibit the inciusion of any Co
\ vate base until the plant in question comes

her@mr@ used or useful, Twelve states - Alaska, Arkausas,
b

in

5 “
rgi

Indiana, Louisiana, Massachusetts, Mississippi, New Hampshire, New Mexico,

Cklahoma, Pknmsyivaﬁla, and Yermont - allow construction work in progress to

be included in rate base but limit any inclusion to the last months of con-

struction to insure the proper incentive to finisl Nine
states - Alabama, Colcrado, Maine, Michigan, Minnesota, Or egon, South
Carclina, Virginia, and Washington - alliew constructicn work in progregs in
the vrate base, but offset the effect of the inclusion by a simultaneous

(5%}
Lot



accounting procedure known as allowance for funds used during
This allowance for funds used during cgnstruﬁt T P?@Qed“
advance payments caused by the inclusion of work in progr
delays payment, at least in part, until consumers bgﬁﬁfw’ from the new facil
ity. Five states - Delaware, Nebraska, South Dakota, Teunessee, 1
have not yet defined their regulatory policy. Only one state
aliows ”jﬁs?V‘ctﬁen work in progress to be included without any
ini states, including Kentucky, employ
AQP{QHLHES to construction work in progress.

4

ori ty of state utilities, Kentucky employs the cons
s ﬁc1ubﬁﬁm offget by an allowance for funds u&ﬁd duri
to this policy has beer made i
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for Rehearing. The case is now on appeal to the Franklin Circuit Court, Civil
Action No. 87663, and is the subject of a federal suit in the Eastern District
of Kentucky on environmental issues.

Siting of New Plants in the Ohio River Valley

FMJ

ants iz a question closely related te the need for
ity. During recent vears, envivonmental groups hav
i Iatqllﬁm onn future power plant cen%trL(tlan in the Ohio Rive
iley. They contend that construction should be halted at least uantil a
tudy of the Ohio River Basin authorized by Congress is completed. Twenty~
five power plapts have alveady been omstrucLed along the Ohio, many of whict
are clustered around the towns of Maysville, Evansville, Madison, Louisville
and Cincinnati

Df new ol
pac

[§4

2]

The Public Service Commission has not endorsed a moratorium on construc-
tion aﬁmng the Ohioc, as evidenced by the construction permit for east
Kentucky Spurlock plant. Bowever, Governor farrcll has initiated several
COUrses uﬁ action to deal with sitings of new power plants. He has created a
special Site Review Uommittee to review potential industrial sites along the
Ohio River and has formed a Policy Adviscory Committee on Energy te coordinate
state agencies involved in energy related fields. He also has contacted the
governors of neighboring states and the chairman of the Tennessee Valley

Authority, asking for their cooperation in developing a regional power plan.
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CHAPTER 5

CONCLUSION

Rapid increases in the cost of electricity have focused public attention
on the electric industry and on the structure of its rates. Problems which
wvere mainly academic while rates were low now are controversial public issues.
This paper has considered several of the important current issues which are
likely to confront the General Assembly during the 1978 Session.

The Kentucky Public Service Commission regulates the activities of Mﬁst
electric companies 1in the Commonwealth, as authorized in KRS Chapter 278.
Critics argue that the Commission has not taken the lead in industry planning,
that it should require utilities to test alternate rate structures, and that
it should require more thorough documentation in rate and construction cas
As a quasi-judicial body, the Public Service Commission tends te evolve poli-
cies on the basis of specific cases and to adopt changes gradually

The General Assembly

into issues which have been ig T

Some changes lie outside the present jurisdiction of thﬁ

legislative action would be required to remove the sa

bilis, establish lifeline rates or set up assistance
slectri city consumers.

ional wtility legislation sho
the industry and its rates are
nomy. Rate structure chang&s will
costs on others. Too much o
too dittle could cause futu
they must remain
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APPENDIX A

IN SENATE

REGULAR SESSION 1976

SENATE RESOLUTION NO., 61

TUESDAY, MARCH 9, 1976

Senator Pat McCuiston introduced the following resolution which

was ordered fo be printed.
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(3) That the Interim Committee on Public Utilities
and Transportation study the current practices of the
Public Service Commission and the public utility compa-
nies as they pertain to the fuel adjustment charge.

Section 2. The Interim Committee on Public Utili-
ties and Transportation shall report its findings and
recommendations to the Legislative Research Commission on
or before August L, 1977.

Section 3. Staff services to be utilized in
completing this study are estimated to cost $15,000.
These staff services shall be provided from the regular
Commission budget and are subject to the limitations and

other research responsibilities of the Commission.
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APPENDIX B

SPECIAL ADVISORY COMMISSION

ELECTRICAL UTILITY RATES AND REGULATION

CONCLUSIONS AND RECOMMEWDATIONS

Decenber 2, 1975

5 that the generating facilities now plan ed by the utilities
11 be adequate to meet relatively high 1 on growkh
in demend dur! e next decade. The emergence Of power pocls which cxze
the state's bounddli s however! makes assessment of future plans of the

o
jo i}

xvidma? utilities ficult. There is not at this time adequate
Ca ”ommmssxon or the Federal Power Commiss
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under these poeling arrangements.
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to meet demand in the future would nave sseri
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conclusions and Recommendations

Conclusion #2: FINANCING FUTURE NEEDS

The abilitv of the electrical industry (both public and investor-

cwned) to provide adegquate service during the next decade will ultimately
€] its ability to obtain the substantial amounts of capital necessary
C0; expansiorn, particularly generating capacity. This means electric

wuuf continue o be financially sound and their returns on invest-
to sttract new investment capital. It is essential that

coverage be maintained to establish credit wor thiness.
many of the financial prcblems of the utility industry

v in texms of raising new capital, utilities in Kentucky
up a good standing reiative to national experience. The

benefits of this advantage to Kentucky consumers should

eCconomic
1lowed to be lost.

not be alld

Maintenance of the long-term fiscal soundnass and credit worthiness

of the u%lllrlns in Kentucky is reguired by law, and nust remain an 1mpmr*an\
; ervice Commission regulatory policy. Once investor confidence
bo;ds hag been damaged, it is extremely difficult and costly t

nfidence.
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ts should be made by the Fublic Serv C
ong~term finaneing needs of the indusiry vo assure
fegquarded by its decisions.

view of the ZaW@a QMﬂuwﬁs of money which witl be
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Co m‘s;ion establish as
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and reasonable rates, the Public Service Commiss
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Conclusions and Recommendations

The cost-of-service information used in the curvent rate-making
process of the Public Qervice Commission relates almost entirely to =satisfying
approved revenue reguirements. Little attention is given to how
structure allocates costs among customers and
al 1mcaﬁzons are often out of date or incomplets. thae Publi
sion devotes considerable attention to revenue niiraed from
does: {’t subject tﬁf rate structure to close scrutiny nor
s to assure that it tracks costs.

udgmental.
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attening of the existing
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Conclusicns and Recommendationg

tariff involving some deviation from cost of service is approved, its rationale
should be recorded and its cost and incidence assessed. [To whatever extent
fapif s are redestgned, changes should be made only after careful deliberation
and in such a manner to maintain earnings stability and minimize public mig~
understanding. Full implementation should be completed by December 31, [981.

Recormendation #4 only (Kesler, Lake, Morgan, 1immons)

FAIR RETURN

Ingofar as the ale:tric utility industry is highly capital-intensive,
i o

return 1g a most critical issue. The traditional concepts of failr return
Leen elgdeu by the effects of continued inflation. The most important
smure oL ess for the customers in determining return to the utility is
an amount Whiﬁh &nables the utility to raise capital to meet demand for elec-

tricity.

utilities are in rvelatively sound financial condition,
performances of some investor-owned companies és&iﬁ“ ﬁf
utstanding shares of common. stock at a price
some problems.

Cormission atthorized a
s revenues are locked in,
and the present level of the
7's management is spurred to reduce cost
be n@xt %et;rﬁlnatlo of return by the

- 1

1ave become

“on should continue to

s ne s £ - Ly
on insuring financtal sou

Service Comnission should develo and means
ement efficiency of the wtilities. Fesults of these
dies should be used as a factor in Jp,ermznvmo fair

I

ek
stu

#50 UEL ADJUSTMENT

need to be emphasized to publiic

L3
tmwﬁt clause. 1 The fuel adjustment charge to
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Conclusions and Recommendations

Computed as a millage charge per kilowatt hour and is not a percentage sur-
charge on electric bills. 2} The fuel adjustment reflects more than the
actual cost of coal{ or other fuel)}: it alsc reflects the efficiency of the
generating equipment and the heat producing gualities of the fuel burned. 33
The fuel adjustment decreases when fuel costs decrease.

The fuel adjustment concept has been used by utilities for several
years, but following the rapid increases in fuel costs during the past two
years, it has become a subject of public concern. In this light the sSpecial
Advisory Commissicn employed Ernet & Ernst, a national accounting firm, to
carry out a detailed examination of its use in Kentucky.

Bach utility uses its owan fuel adjustment clause. Only those of thea
regulated utilities are approved by the Public Service Commission. The Frnst

¥ b

& Ernst evaluation indicated tha ¢ being claimed under the fuel ad-
justment clauses in Xentucky are, by and large, justified. However, seversl
clauses tended to over-recover during the test period; in a few cases revenues
were collected which did not conform to the published clauses, and instances

were found of clauses being applied inconsistently. The Ernst & Erﬂst study

showed considerable variation in prices paid for fuel and in the purchasing
practices of the utilities examined.

Recommendations:

z.

2 i‘[ﬁ .
plement a uniform fuel adjus:
to, the following VW’méipZaﬁ.

a. oth comsumers 0nd ztiiiﬁiesg
b, of utilities’ '

aeeount ’&i’é@ a8

and spee@fi@ in 18 Zawguages
prior to approval and regularly subse-
e A

[ 2

ementation, app”ﬂvﬂd publicized, and
tored bw the Public Service Commission:
o

d. be rev

’L Ed
gr@biae f@ﬁ a e frg recu&cmZiav@onwenrwect@ng any

Ll

errors during a period in the succeeding period:
201
¥

®

minimize the recovery lay; and

u%i7iae costs per kilowatt hour basis exclusively;

. 1ligs o gero, or a8 near ®ero ae pracitcaé fuel
2; to be implemented no later than December 31,

°

I

8. [The procedures wsed in transition to a unuf01¢ fuel adjus

Ba 2 bengfit nor to the detriment of an utiZiﬁy

4. The fﬁ%Z 2 Service Commiseion should concerm itself with the fuel
ELEL L

e,
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Conclusions and Recommendations

Dissenting on Recommendation #1 only: (HIL1)

Dissenting on Recommendation ¥2 item "h" only: (Milner)

Conclusicn #6: TAXES

local taxes as an average add about 10% to the Kentucky
customer’'s phill. Data on the comparable tax burden in other states
are not published, but reliable information from California indicates it is
more than bwice sreat as in Xentucky. The 5% state sales and use tax
accounts the Kentucky burden. This and the 3% school tax levied
in 57 counties are the only taxes that are iderntified on the customer's bill.
Other taxes levied on the utility reach the Kentucky customer through rates.

The Deparitment of Revenue sstimates the 5% state tax on electricity

yielded $18.4 million in 1572 and $23.8 million in 1974. County data are not
readily avallable.

on electricity has been advocatad publicly; however,
an attempt to establish a broad based tax policy)
¥ taxes on the user of electricity and we do not find

o

b The le Jﬁﬂﬂw OT aad ‘ondal or new taxes on uttlities oy consumers

(St~

Tesentivig on (0

Hancock, HiLlL,
Pettii, Vandeventer, Heeves)

Conclusion #7: FPEDERAL INCOME TAXATION

cme tax is & sig icant cost item for consume
ties. The tax the return allowed by the Public
passed on t@ the users and is not borne by the ut

dnceomes.tak, a
ment dus to ac

say that in Kentucky are remiss for taking advantage of this tax
loophole; given current Federal law, they would be negligent if they did not.
Howevey, t stility bills of consumers served by investor-owned utilities
could be 1v decreased if Pederal income tax were removed from net

: is n@t bmurentiy pald to tne Fed@xél Govern-
er&te depxeciation and investment tax credit. This is not to

s

operating utilities up to the rate of return found appropriate by the
various gencies.
Recommernd 12

¢ Kentucky's U.5. Senators and ?eprespntative‘ be asked to
considew tﬁg proposed LugzslauLon exempting utility operaﬁzng income up to the
level all I by the relevant regulatory body from Federal income tax and if

1
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Conclusdans and Recommendations

deemed beneficial to Kentucky electric consumers, that such legislation be
supported.

Dissenting on Conclusion and Recommendaiions {(Anderson, Milner, Fodes)

Conclusion #8: LOAD MANAGEMENT

Efficient use of generating capacity is one of the most difficult
issues facing utilities in Kentucky and elsewhere. Seasonal and, to a lesser
degree, daily patterns of consumer usage of electricity require generating
capacity that is unused much of the time. The degree to which peak demands
can be kept in closer mlationship to overall average demand affects both
immediate per unit production costs and the amount of new capacity reguired to
meet future demand. Both of these factors significantly affect the price of
electricity to the consumer.

The load management efforts of utilities in Kentucky have been pri-
marily concentrated on offering price incentives to large industrial and
wholesale customers to either purchase "off peak” power or allow powsr to be
interrupted at peak periods. Despite these sfforts load factors have con=-
tinued to deteriorate, particularly due to space conditioning demands.

Substantial improvements in load management would have a favorable
impact on the price of electricity to consumers in Kentucky. Experiments with
wide-variety & pricing devices aimed at improving load factors are being
carried out throughout the country, many of which are sponsored by the Federal
nergy Administration. In various ways, these experiments are seeking to ine
fluence the demand patterans of consumers through both pricing penalties and
incentives. Utilities in Kentucky are not participating in any of these
experiments.

o

B

Recommendations:

L. The Public Service Commission should establish o formal policy
for encouraging and supporting the wtilities in expanded seasonal load memage-
ment efforts.

2. The Public Service Commission and the utilities should study and
experiment with more encompaseing load mana ement technicues.
q

3. Federal financial assistance for laad maenagement experimentation
should be sought.

Conclusion #9: ELECTRICITY PRICES AND LOW AND FPIXED INCOME CONSUMERS

While recent increases in electricity prices have clearly had a
severe impact on low and fixed income consumers, electricity has been only one
of several necessities whose increased prices have adversely affected thisg
group. Our findings indicate that in Rentucky electricity prices have risen
comparably with the prices of other necessities.
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conclusions and Recommendations

In some cases, without relief, individuals and families may be
deprived of minimum necessary levels of electric service. However, as in the
case of food and housing, any relief should be directed to those who are
specifically in need.

Some have proposed lifeline rates, namely that utility rate structures
should be alt@reé to provide substantially lower rates at the lowest us sage
blocks as a ¢ of providing relief to this group. It is the connolusion of
this Commission that such alterations in the rate structure will not signifi-
cantliy © many of those who have been most severely affected by rising
yrmces& from the Commission's public hearings indicates that the
electric | the e*dmrly dra substdntlaILY hlgher than thOSc of the

y

f@z Teww Th propexrly help low and fixed income qrogp@ mest

b

their eiebarlv 3“115; currtnt cost of service studies are highly desirable,
but these may not be available for vears. In the meantime, some action should

be takan.

Recommendation:

The Govermoy or his aesagnee should forthwith carry out specific

©

impacte of electricity prices on low and fixed income consumers,

studies of Ule

and dave/@w means other than through the rate structure of assuring that mini-
mim necegsary levels of electric service are avatlable to all citizens of the
Commorwealth.

wlusion and Recommendation: (Coleman, Graves, Hill, Madisonw,
)]

g8 7

LONG RANGE PLANNING

£ the need for ilncreased coordimation and cooperation be-
and inter-state electric utility companies, the nesd for
long-range planning ls apparent.

Service Commission currently views its role as being pri-
This causes the Commission to respond reactively to
ought before it by the elettric utility industry and

marily quaa
situationg

Recomnendation:

L.  The Public Service Commission should givp high priority to formu-
lating long-vange plans for the electrical industry, giving due consideration
to the e of consumers, the electrical 1 nﬂustry, national energy policy
and State ¢ 79y QEONOMLE dcuelovment and environmental agencies, among others.

These plans to be developed in a manner designed to encourage public and business
contributions.
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Conclusions and Recommendations

Conclusion #11l: TIMELINESS OF RATE PROCEEDINGS

The time required by the rate-making process in Kentucky is a pro-
blem to the utilities in obtaining adequate revenues during periods of rapid
inflation, and in maintaining adequate cash flow for current operations.

These probléems are contributing to the recent difficulties of the utilities

in obtaining capital for new developments. The adversary proceedings of th
public Service Commission tend to produce voluminous records that take much
+rime to transcribe and review. Such proceedings could be simplified by greater
use of administrative law procedures, including pre-filed testimony, informal
vearings, stipulations, and the use of hearing examiners.

Regommendation:

1. The Public Service Commission should expedite i
and deliberations through uiilizataon of administrative Llaw ppaﬁeduﬁes@

fonclusion $12:  CONSUMER REPRESENTATION IN PUBLIC SERVICE COMMISEION
PROCEEDINGS

B strong consumer advocsie is essentlial to assure that copsumey
A?exest are represented throughout the regulatory process. The currant L
£ this function in the Division of Consumer Protection, of the
Attcrney General’s Office is appropriate. The current staff serving
utilities consumer intervenor has done a commendable job within the 1
of available resources and legal constraints.

k=3

mits

a
i

feauireg an exvan51on of
Licy

cocounting, engineering an
red to attract and reta
regard to the special qualificat
technical assistance should be

Doy IO

o 3
regular budget.

=

1.  The consumer advocate fumction under the Attorney CGeneral shot
be stremgthened. The utility consumer intervenor should be ﬂxprded through
gt foCnd budget resources, to monitor all cases and participate in those with
merit involving the interest of Kentucky consumers before federal agencies,

cther state and regional agencies. The utilities consumer intervenocr sectiow
should remain within the Consumer Protectionm Division.

2, In addition to the provisions of existing statute (KRS 367.160.
the statutes should be amended to provide the utilities consumer intervencr
with formal access to material evidence and information of the Public Service
Commission.

joy}
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Conclusion and Recommendations

Conclusion #13: PUBLIC NOTIFICATION OF TARIFF FILINGS

Three weeks prior notice of the rate hearing in the legal section of
the newspapers is inadequate. 1In fact, there is no statutory requirement
that public notice be given at all. Currently, all hearings take place in
Frankfort, making them inaccessible to many. The utilities are not required
to directly notify customers of proposed rate changes.

Reecommendation:

-

L.  The Public Service Commission should more adequately inform the
ublie about pending rate change applications. FElectric utilities shoudd be
requived to divectly, or through newspaper cdvertisement equal to one-half

rage, notify their customere of their intention to seek rate increases and

to iwform customers as to the probable impacts of these changes. 4ppwopﬁt¢$é
requivrements, morve effective than now exist, @hnuld be incorporated in the
Kemitucky Statutes. In addition, the hearing process should utilize the ewisting
statutory provisions for appropriate localized public hearings.

3

H APPEAI, FROM RULINGS OF THE PUBLIC SERVICE COMMISSIC

3
‘&D

Lic

%\J‘

7

[#

The statute regquiring that appeals from Pub rvice C s
s be taken on the record to the Civcult Court is ard o ra 1&% alize.

in many states, appeals from regulatory agencies ave taken aar@ﬂtiy to an
appellate court. Until the recent ratification of the Constituticnal Amendment
{1974 Senate Bill 183 Act& #-4) mandating an intermediate 14 man Court of

only a th

‘E

ze level ocourt system.

Recommendations

. Statutes should be t VLA
7 the Public Service Commisgion be taken dirvectly to the
court wpon the record made before the Public Servése Commission.

Conclusion $15: COMMISSION MEMBERSHIP

Inappropriate emphasgis ¥

on membership. A good zgument can he made SOTHRL 5
aerving for a 10?@ veriod of time. Three full-time members may b@ suf
cient and there may be as much need for sngineers, accountants, sconomis

business representatives or homemakers on the Commission as there ls fox
attorneys.
Reccsmendations:
Z. Wodi@“ the siructére of th Pﬁbii? céﬁbaée bﬁmﬁlsijﬁ by reducivy
Z

ng for staggered
e than two consecu-

the wumber of Commissioners to three,
vear terms. No member should be ap

3'&2%5’ terms.



Conclusions and Recommendations

2. DNot all members of the Public Serviece Commission should be
attorneys.

3. Salaries of full-time Commissioners should be comparable to
those of circuit court judges.

Dissenting on Conclusion only: (Rodes)

Dissenting on #1 only: (Kesler, Morgan, Rodes)

Dissenting on Conclusion and all three recommendations: (Milner, Timmons)

Abstaining on #2 only: (Vandeventer)

Conclusion #16: INTERNAL ORGANIZATION OF THE PUBLIC SERVICE COMMISSION

The internal organization and professional staff resources of the
Public Service Commission are inadequate to caryy out an expanded regulatory
program. The day-to-day coperations of the Public Service Commission lack
central direction and coordination. Each of the four division directors re-
port directly to the Commission. This severgly limits overall policy direction,
effective progy implementation, and does not adequately reflect the scope of
either existlng or proposed Public Service Commission responsibility.

Particular weaknesses can be found in such areas as field auditing,
evaluation of industry management efficiency and productivity, part-time le
staff, staff education and training, public information, organized vesesrch

capability and data processing capabilities.

The Public Service Commission is adequately carrying out
bility for enforcing Occupational Bafety & Health Act (0BHR)
the utility industyry. However, there appears to be some gues E
OBHA enforcement should be locatead in the Public Service Commission
Department of Labor which may merit further consideration.

Recommendationss

Z, 118
by eentraZizing anraLZ administrative respono@btlztg under an executive dim
rector, responsible to the Commission.

Z.  Reorganize the staff structure of the Public Service (omuission
to reflect the functions of the Commission, with emphasis on rate design,
economic analysis, research and planning, external coor’d{nationj compliance
monitoring, field auditing, consumer complaints, hearing examiners, productivity
auditing and internal administrative capacity, eto.

8.  Salaries should be adjusted to retain and atiract the most quali~
fied persomnel with due regard for special qualifications. Internal persownnel
polictes should be examined to encourage upgrading of existing staff through
evaluation, training, promotion, incentives and other modern personnel practices.



Conclusions and Recommendations

4, EMploy the legal staff of the Public Service Commisstion, in-
2lwiing hearing examiners, on a full-time basis.

5. Repeal the statute requiring the Attprney General to assign
an zssistant attormey general to the Public Service Commission.

Digsevting on Conelusion only: (Milner, Rodes)

Conclusion #$17: PUBLIC SERVICE COMMISSION BUDGET

The funding base of the Public Service Commision is inadeguate to
supwcft an expanded program. Moreover, the current arrangement of supporting
; Service Commission through assessments of the utilities has the
to influence the policy orientation of the Public Service Commission.

corTenda tTONS &

o

ivig base of zh Public Service Commis

ndea ~Uaff capactty as elsewhare recommend
ertise in ﬁ@?ﬁuvrc out economic ond operati
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2
|24 2 E%

f rescurces, f/ pmpZavmenf of adequate |
counsel, and 5) ;iring o 7uaﬂif%ed administrator as the Executive Director.

Repeal the statutory aesessment of the utilities to support the

€ Y
Commigssion when practizable and appropriate all funding from
i«
5. The legisloture should perform an anmual and

o

g
the aciivities of the Public 9epvz e Commission.,

3 e, 2T manT a0 £itaT 4 o e 3 7 7 ) f o o~ YN
senving on Recommendat: Bl omlye {Coleman, Graves, Hill, Lake, Madison)
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Conclusions and Recommendations

2. Supplement existing statutes eouerzng this area to require the

Publie Service Commission to notify those ‘agencies of all appropriate Public
Serviece Commission hearings.

3. Fetablish procedures to enable the Public Service Commiseion to
use the resources of other state agencies for support in its analysis of
electric utility activities.

4, The Public Serv

iee Commission should be the final authority ir
all matters of energy policy whic

h coneern electricity.,

Conclusion #1¢: POWER PLANT SITING

Envircomental and other considerations invelving the :
rower genaration facilities can become a serious problem in the abili
the utility industry o meet future electricity needs. Delays emanatin i
the regulatory maze having grown up around power plant siting cvan add years
to the tims required to bring new facilities on line and cost a vast sum of
DONEY .

te location; however, there ha
implementation and it should be ¢

Lrovmental rew of rroposed new pouer
¥ monitored by the Public Service Commi
nesg presented to 978 ses

Conclusion #20: MUNICIPALLY JWNED ELECTRIC

;@J

rable discussion about bringing the mun
e Commission regulation. There are sav

d alectric utilities which should have at

in partt th

at in a few caseg mhnlc1ﬂ“’ elactric revenues
are supporting other municipal functions in lieu of direct & We find
i i3 lr o cusiomers eziding outside the wunicinal ies
hat it does not track cost of service is a matter which +he
trect. However, there is no practical way for the state to

B
e
except to place such utilities under dAirect regulat

Second, current data about municipal utilities needed for planning
are not readlilvy availsble.
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Conclusions and Recommendations

Third, customsrs outside the municipality's boundaries, who are
served by the municipal system but do not vote in the municipality, have
alleged rate discrimination. The potential for discrimination does exist.

Recommendations:

i. Continue to exempt municipal electric utilities foom Public
Service Commission jurisdiction except as indicated below:

2. Enacr legislation requirving municipplly owned zlectric wiilities
it cppropriate reports to the Public Service Commission relating to
Tnances, md operations.

uire ur*fowwfty of

the m&niﬂipa?"tgg provided, ho%e ww%L07p litie
toniers outstde of their corporate limits have the “p%Jcn
in such areas, ppcvtded service to affected customers
weent supplier under conditions of dusz process. The power
force the same Sufﬂdﬁfds of service " )
ﬂd;@cas as it meintains inside should be vest
e fﬂﬁmi$8$0ﬁ4

atutes should be revised to claari
de #

T

slation to requirve formal public hearings by the
ehanges.

(Loke, Timmons)

P & A
{Regves, Tinder)

#2153 MUNTCIPALITY OWNED GENERATING UTILITIES

21 Adjustment Clause Report comments on the awk-
mandated fuel purchasing procedures of the munici;
They alsc discuss the limitations imposed by
of coal transportation equipment.
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APPENDIX C

GENERAL ASSEMBLY

COMMONWEALTH OF KENTUCKY

REGULAR BSESSION 1978

HOUSE BILL NO. 842

MONDAY, MARCH 15,1976

The following bill was reported to the Senate from the

House and ordered to be printed.



AN ACT relating to the regulation of public utilities.

Be it enacted by the General Assembly of the Commonwealth

cf Xentucky:

1 Saction 1. KRS 278.030 is amended to read as fol-

[

lows:

)
(8]

¢

[

)} Every utility may demand, collect and receive
4 fair, just and reasonable rates for the services rendered
5 oy to he rendered by it to any person.

& (2} =Every utility shall furnish adequate, efficient

raasonable service, and may establisbhb reasonable

S

g
]
=Y

g rules governing the conduct of its business and the

9 conditions under which it shall be reguired to render

Every

husiness suitable and rezasonable ciassifications of Lts

service, patrons and rates. The classificstions may, in

i any proper case, take into account the nature of the uss,

quality used, the gquantity used, the time when used,

1o the purpese for which used, and any other reasonable con-

18 Section Z. KRS 278.040 is amended to read as fol=

3%
[

Py
[
Rt

service commission shall regulats




2

utilities and enforce the provisions of this chapter.
The commission shall be a body corporate, with power to
sue and be sued in its corporate name. The commission
may adopt a seal bearing the name "Public Service Commis-
sion of Kentucky,®” which seal shall be affixed to all
writs and official documents, and to such other instru-~
ments as the commission directs, and all courts shall
take judicial note of the seal.

{2) 7The jurisdiction of the commission shall extend
to all wutilities in this state. The commission shall
nave exclusive jurisdiction over the regulation of rates

nd service of utilities, but with that exception nothing
in this chapter is intended to limit or restrict the
police jurisdiction, contract rights or powers of cities
or political subdivisions.

{3} The commission may adopt, in keeping with KRS

Chapter 13, reasonable regulations to implement the

provisions of KRS Chapter 278 and investigate the

methods and practices of utilities to require them to
conform to the laws of this state, and to all reasonable
rules, regulations and orders of the commission not con-
trary to law.

Section 3. KRS 278.050 is amended to read as fol-
lows:

{1) The Public Service Commission shall consist of

z

ive (5) members appointed by the Governor with the
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26

at least three (3) years prior to his appointment and
qualification. Each commissioner shall take and sub-
scribe to the constitutional oath of office, which shall
be recorded in the office of the secretary of state.

(2) No person shall be appointed to or hold the
office of commissioner who holds any official relation-
ship to any wutility, or who owns any stocks or bonds
thereof, or who has any pecuniary interest therein.

{3) WNo commissioner shall receive any rebate, pass,
percentage of contract or other thing of value from any
utiiity.

{4} No commissioner shall engage in any occupation
or business inconsistent with his duties as such commis-
sioner.

{3} If any commissioner becomes a member of any
political party committee, his office as commissioner
shall be thereby vacated.

{6) In making appointments to the commission, the

Governor shall consider the various kinds of expertise

relevant to utility regulation and the varied interests

to be protected by the commission, including those of

consumers as well as utility investors, and not all mem-

bers should be of the same occupation or profession.

Section 5. KRS 278.080 is amended to read as fol=-
lows:

A majority of the commissioners shall constitute a
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4

quorum for the transaction of any business, for the per-
formance of any duty, or for the exercise of any power of
the commission. No wvacancy in the commission shall
impair the right of the remaining commissioners to exer-
cise all of the powers of the commission. Any investi-
gation, inquiry, or hearing that the commission has power
to undertake or hold may be underxrtaken or held, and the

vidence +therein taken, by anv one Or more Ccommissioners

L

or a hearing examiner designated for that purpose by the

commission, and every finding, opinion or order made by

rhe commissioner or commissioners or hearing examiner 30

designated shall, when approved or confirmed by the

commission, become the finding, opinion or order of the

|

Section 6. KRS 278.100 is amended to read as fol=-

commission shall appoint an axecutive

director and a secretary, who shall hold office during

its pleasure and shall devote their [his] entire time to

the duties of their offices [his office]l. The executive

director shall be selected on the basis of experience and

training demonstrating capacity to deal with the problems

of management and governmental regulation and knowledge

relatable ®o utility regulation. The executive director

shall be the chief administrative officer of the office

of +the commission and shall provide the staff direction

66



L and coordination in implementing the program and dis=-

£ charging the duties of the commission. The secretary
3 and true record of all the proceedings
% che commission, of all books and papers ordered filed

and of all orders made by the commis~

ar  approved and confirmed by it and ordered filed,

to it for the safe custody and

such documents in its office, [Under

the secretary shall have

superintend its clerical

duties as the commission

administer oaths in all parts of the

that power is properly inci-

rmance of his duties or those of the

isgion shail designate from time to

perform the duties of the executive

vy during their absence, and during

aither, the person so designated shall

same powers as their principal. [The secre-

from time to time one (1) of the

commission to perform the duties

his absence, and during the
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commission may assign the secretary additional adminis-

trative duties.

Section 7. KRS 278.110 is amended to read as fol-

lows:

The commission acting through the executive director

may emplcy, [during its pleasure,] such clerks, stenogra-
phers, rate experts, agents, special agents, engineers,

accountants, auditors, inspectors, lawyers, hearing exam=-

iners, experts and other classified service employes and

the commissioner may contract for services of persons in

a professional or scientific capacity to make or conduct

a hearing or a temporary or special inguiry, investi-

gation or examination as it deems necessary to carry out

the provisions of this chapter, or to perform the duties
and exercise the powers conferred by law upon the commis=-
sion.

Section 8. KRS 278.120 is amended to read as fol-=
lowss

(L} The chairman of the commission and each of the
other four members shall be paid a salary fixed under KRS
64.640 to be paid monthly.

{(2) The executive director and the secretary of the

commission shall be paid a salary to be fixed by the

commission, with the approval of the Governor. [The
commission, with the approval of the Department of Per=-

sonnel, shall fix the compensation of all its other

68
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emplovyes. The secretary of the commission and the
commission's staff directors shall, as determined by the
commission, assist the commissioners in carrying out
policymaking functions under this chapter.]

{(3) The commissioners, the executive director,

[and] the sécretary and employes of the commission are
entitled to all expenses, including hotel bills, incurred
in traveling on business of the commission.

{4) The salaries and expenses provided for by this
section, and all other expenses of the commission incur-=

3
PR,

L e $ . P
on of this chapter, shall be p

Bude
3

—— . ] s
red in the administrat

o))

out of appropriations as provided by law cut of the gen-
eral expenditure fund.
SECTION 9. A NEW SECTION OF KRS CHAPTER 278 IS5

CREATED TO READ AS FOLLOWS:

w4

The commission by regulation shall organizs it¢

office for administration and management under the execu-

tive director to reflect its functions.

may be changed from

9

directors subject to the exemption from the classi

service as provided in KRS 18-140(h).

Section 10. KRS 278.130 is amended to read as fol=-
lows:

(1} For the purpose of maintaining the Public
Service Commission, including the payment of salaries and

all other expenses, and the cost of regulation of the
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utilities subject to its jurisdiction, the Department of
Revenue shall each vyear assess [the necessary amount
upon] the utilities in proportion to their earnings or
receipts derived from intrastate business in Kentucky for
the preceding calendar year, and shall notify each util-
ity on or before July 1 of the amount assessed against
it. The total amount so assessed shall not in any vear

exceed one and one-half {[one and one-fourth] mills on

intrastate receipts, which shall be deposited inte the
state treasury to the credit of the general fund. The

1

sum by each utility shall not be less than $50 in any one

year.

{2} The assessments provided for in this
shall be in lieu of all other fees or assessments levied
by any city or @thér political subdivision for the con-
trol or regulation of utilities.

Section 11, XRS 278.170 is amended to read as fol-

(1) No utility shall, as to rates or service, give
any unreasonable preference or advantage to any perscn or
subject any person to any unreasonable prejudice or dis-
advantage, or establish or maintain any unreascnable
difference between localities or between c¢lasses of

service for doing a like and contemporanecus Servic

o

under the same or substantially the same conditions.

(2) Any utility may grant free or reduced rate
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service to its officers, agents or employes, [including
physicians and attorneys,] and may exchange free or
reduced rate service with other utilities for the benefit
of the officers, agents and employes of both utilities{,
including their physicians and attorneysl. Any utility
may grant free or reduced rate service to the United
States, to charitable and eleemosynary institutions, and
to persons engaged in charitable and ‘eleemosynary work,
and may grant free or reduced rate service for the puxr=
pose of providing relief in case of flood, epidemic;
pestilence or other calamity. The terms *officers” and
"employes,”™ as used in this subsection, include
furloughed, pensioned and superannuated officers and
employes, and persons who have become disabled or infirm
in the service of the utility. Notice must be given to
the commission and its agreement obtained for such

reduced rate service except in case of an emergency, Lo

which case the commission shall be notified at least iive
{58) days after the service is rendered.
{3} The commission may determine any cquestion of

fact arising under this section.

Section 12. KRS 278.180 is amended to read as fol-
lows:

{1} Except as provided in subsection (2} of this

section, no change shall be made by any utility in any

rate except upon twenty (20) days® notice to the commis-—
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sion, stating plainly the changes proposed to be made and
the time when the changed rates will go into effect. The

commission may order a rate change only after giving an

identical notice to the utility, and any aggrieved part:

petitioning within the period for a hearing shall be

entitled thereto before said order is entered.

(2) The commission, upon application of any util-
ity, may prescribe a less time within which a reduction

of rates may be made,

Section 13. KRS 278.410 is amended to read as

(L} Any party to a proceeding before the commission

or any utility affected by an order of the commis
may, within twenty (20) days after being served with the
order, oOF Wiﬁhim twenty (20) days after his application
for rehearing has been denied by failure of the commis~

8100 to

it
-

or within twenty (20) da

24

L

q

served with the final order on rehearing, when a

the order or determination on <the ground that

unlawful or unreascnable., Notice of the institution of

such action shall be given +to all parties of record

before the commission.

{2y The answer of the commission shall be served

and filed within twenty (20) dayvs after service of the
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complaint. The action shall then be at issue and stand
ready for trial upon ten (10) days' notice to either
party, on the equity side of the docket of the court.
The answer need not deny verbatim the allegations of the
petition, but a general denial thereof on behalf of the

commission shall be sufficient,

{3} Injunctive relief may be granted by the circu
court in the manner and upon the terms provided by law.
SECTION 14, A NEW SECPION OF KRS CHAPTER 278 15

CREATED TO READ A5 FOLLOWS:

commission by regulatiocn may

snd  reguive the appropriate authorities

jata relating to rates, finances, and operatic

-

211y owned elechric

tomers inside and cutbsi corporate limits.

Section 16. . KRS 367.160 is amended to read as

lows:

wl
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1 made in March of 1976, an emergency is declared to exist
2 and this Act shall become effective on passage and

3 approval by the Governor.
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APPENDIX D

INTIERIM JOINT COMMITTEE ON PUBLIC UTILITIES
AND TRANSPORTATION

Minutes of Second Meeting of 1976~78 Biennium

February 24, 1977

The second meeting of the Interim Joint Committee on
Pubhlic Utilities and Transportation was held on February 24,
1977 in Room 327 of the State Capitol at 1:30 p.m.

Present were:

Members: Senator William L. Quinlan, Chairman; Repre=
entative Bill McBee, Vice-Chairman; Representatives Glenna
A. Bevins, Donald J. Blandford, John Carpenter, Flmer 7.
Dietz, James Dunn, Jim LeMaster, Charles P. Muncy, Ravmond
Overstreet, Albert Robinson, Jimmy White and Dexter S.
Wright: Senators Doug Moselev, Delbert 5. Murphy, William L.
Sullivan and Daisy Thaler.

i

speaker: Barkley

st Sturgill, <Chairman of Public
Commission.

C

o~
[

U
Sarvice

Other Guests: A. ¥F. Humphries, Dick Heman, ?ﬂcnafﬁ
Powell, and William M. Sawver, Xentucky Public Service
Commission; Betty Wiseman, Public Information; Ralph Chace
and Arthur 8. Xling, Combined Commission on Aging; W. W,
Renfron, Kentucky Railrocad Association.

: Brian XKiernan, Linda Xubala, Jim Robkerts,
5, Gay Trevino, Jim Peviton and Brenda Stivers.

Prass: Robert San Georga, UPI; “Maria Braden, AP,

Chairman Quinlan called the meeting to order, and the
secretary called the roll. A guorum being present, the
Chairman called for the approval of the minutes. A motion

for the approval of the minutes was made hy Renresentative
Wright, seconded by Senator Murphy, and passed.

Chairman Quinlan then introduced the guest speaker, "r.
Barkley Sturgill from the Public Service Commission, Mr .,
Sturgill reported +to the committee on actions taken to
implement Governor Carroll'’s recommendations of March 8,
1976. His report closely followed a letter of August 10
from the Public Service Commission to Mr. James Gray, Secre-
tary of the Cabinet for Public Protection and Regulation.
The main points of Chairman Sturgillfs report were as fol=
lows:

Industry Financing Needs and Long Range Planning. The
Commission considers need, terms, and capital structure of
any utility aprlving to assume new debt, The Commission
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ensures that utilities under its jurisdiction maintain
credit ratings that will permit the raising of necessary
capital. It is convinced that the understanding of and
financial support for long-range industry planning will con-
tinue provided the utilities maintain financial integrity
and provide efficient service. Electric bills to Kentucky
consumers are among the lowest in the nation.

Efficient Use of Generating Capacity and Load Manage-

ment. The Commission 1is active both in FCAR and EERC,
regional electric councils set up by the electric industry.
In addition, the Cormmission must approve all new generating

capacityy and requires projected load studies and envi?cn

mental reports hefore authorizing construction. The Commis

sﬁon encourages conpanies to engage in Federal Energy Admzmm
stration o2ilot programe on load menagement, but does not

g

Leel that load management is of major importance in Kentucky
at this time.

Cost Structures.
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idering a rate case., Two accountants
t

reported that the additicnal funds
1975 General Aszembly have allowed the
staff, and +the Commission now isg :
ly the increased work load, Includi

»,at,s(:'“%\ P

Cuinlan then moved to the next ordexr of bus
three commianications. The first was a letherx
- Philip Conn from Senator Clyde Middleton in
incentive; solay energy, wnich was
g ‘ord's Energy Subcommititee
ation. The second communi«
the staff o study and
e increases gvanted to packags
rson County. Chairman Quinlan
ivan's Utilities Subcommittes
cation pertained also to the Utilities mub“
th a request that a hearing be held in Western

committee wi
Kentucky sometime about mid-April, and Chairman Quinlan also
passed this on to Senator Sullivan.

Representative Dunn asked that LRC staff member, Jim
 Roberts, give a summary of the Transportation Subcommittee
meeting that was held that morning.

Representative Dunn said that the Subcommittee was
gming to attempt, at a later date, to hold a meeting in
Louisville with the people involved with the TARC system and
to invite people connected with the Lexington and Northern
Kentucky transportation systems to compare problems and try
to arrive at some solutions.

Revresentative LeMaster asked that the Transportation
subcommittee check into the problem of the coal trucks caus-
ing damage to the roads in Bourbon County. He noted that
Bourbon County is not entitled to coal severance tax monay

for the roads.

Chairman Quinlan announced that the next meeting would
be “arch 31 with Damon Harrison, Commissioner of the Depart-
ment of Enerav, as guest speaker.

Representative Blandford moved for adjournment, second-
ad by Representative Wright and the meeting was adjourned at
3:15 p.m,



INTERIM COMMITTEE ON PUBLIC UTILITIES
AND TRANSPORTATION

Subcommittee cn Public Utilities
Minutes of First Meeting of 1976-78 Biennium

April 18, 1977

The first meeting of the Subcommittee on Public Utili-
ties was held on April 18, 1977 at the 0ld Coffee Shop, Ken-
tucky Dam Village at 7 p.m. C.S.T.

Present were:

Members: Chairman William Sullivan; Representatives
Jim LeMaster and James Yates.

Guests: Bayless Wadlington, Kentucky Utilities; Edwin
L. Reid, Harvey Sanders, C. H. Arnett, Jackson Purchase Area
RECCs Corinne Whitehead, Benton, Kentucky; Emma Gallimore,
Gilbertsville, Kentuckv; Martha Schlegel, Hopkinsville, Ken-
tucky: Juanita Snipe, Benton, Xentucky; 2. L. Shepherd,
Danville, Xentucky: Mr. and Mrs. James Campbell and Myr. and
Mrs. Reece Barrett, Jackson Purchase ECC; Mr., and Mrs.
Robert Shelton, Paducah, Rentuckys irene Yancy
Gilvertsville, Kentucky; Cliffoxd and Ann Sheucroft,
Gilbertsville, Kentucky; Howard EKoenen, Murray, Xentucky:
Leonard Vaughn, M. E. Sep Murray, Kentuckys Marie
xuykendall, Gilbertsville, Xentucky; John W. Kuykendall,
Gilbertsville, Kentuckys J. H. Swann, Gilbertsville, Ken-
tucky; Bob Miller, Calloway County Judge; John Smith,
Murray, Kentucky:; Bill Fandrich, Murray, Kentucky; John
West, Hickman, ZRentucky: E. Buchheit, Kentucky Asscciation
of Electric Cooperatives; 4. Timmons, Kentucky Association
of Electric Cooperatives; L. Borgerding, Paducah FPower
Company; Representative J. R. Gray, Benton, Kentucky.

LRC Staff: Brian Kiernan and Linda Kubala.
_ Press: Mike Edgerly, WPAD Radio; Jayne Jeffery and
XKeith Todd, WesSD TV, and Charles L. Baccus, Herald Ledger.

Chairman Sullivan opened the meeting and Dbriefly
described the purpose of holding a hesaring n electricity
He explained that Senate Resolu~
of rising
: Fual
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wholesale power, 24% to cover operating expenses snd 14% for
£ixed expenses, depreciation, taxes and interest. Over the
past 9 vears, the only increase has been in the amount paid
for wholesale alectricity.

The price of wholesale power is praj@@t@d to increase
nearly fouxr times by 1Q85g which will raise the retail cost
by about 250%. These increases are caused by the rising
(oTe) of fuel and capital, bv construction delavs, and by
stricter environmental r@qulr@m@ﬁta@

Mr., Canmpbell reported the results of a survey wnade by
IPECC of electricity customers. Most respondents felt

at current rate schedules ave falr and ?@ab@nablﬁ They

31t they would be charvged the same or more und filat
rate, and that oFff peak rates would not *?avg@ ¥ 2
substantlially. A majority opposed lowexr rat Ox X
and elderly. Eldexly respondents opposed | ne Y
to 47 to 34 percent margin. Mr. Campbell stated 5

gh income people would gualify for low use lifeld

1d many of the poor would nob. He sugg

rate should be administered

-han by utility companies.

for conservation, extension F@l.”'
serving seasonal or temporary houses.

Mr., Robert Sh@lt@ﬂ; a retired @@@E@v&@ of ¢
that TVA is not paying as much for @@@1 as di il
s Lating the fuel adjustment
distributors aﬁ%w&r@§
by the wholesals arﬁ
%%u?ggﬁ > the wholesaler. d
charged by thelr distributors.

¥r, John West of Hickman~-Fulton RECC was the 4th sched=
nled speaker. Hickman=Fulton buve power from TVA. The main
reason for hl@%@r waL@S in W@ﬁ*uﬁky is tﬂ@ higher price
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Chairman Sullivan adjourned the meeting at 2:30 p.m.
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INTERIM JOINT COMMITTEE ON
PUBLIC UTILITIES AND TRANSPORTATION

Minutes of Fourth Meeting of 1976=78 Biennium

June 9, 1977

The fourth meeting of the Interim Joint Committee on
Public Utilities and Transportation was held on June 9, 1977
in Room 327 of the State Capitol at 1:30 p.m.

Present were:

Members: Senators William L. J
R@ﬁﬂaifmﬁéﬁéhuﬁg Doug Moseley, Delbert
Rogers, ara William L. Sullivan; and R@?ﬁﬁgéﬁté&;‘
1d J. Blandford, John Carpventer, Jamas

er Robinson, '

Suests appearsng bafore
anda Beard of the Atto
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rates would be two and one-half (2 1/2) times what they are
today. The two big things that are raising rates are
increasing coal costs and EPA clean air requirements., TVA
is making interest free locans to help people insulate their
homes.

The next report was by Jim Roberts on the financing of
transit authorities.

The report on Senate Resclution 13 is about 80 per cent
complete and is now being typed. Mr. Roberts hopes that by
July 1, it will he forwarded to the commitiee members as a
preliminary draft. This study is based on an elighteen-state
survey.

Next was a progress report by Richard Sims on a study
of package sewage treatment plants in Jefferson County.

According to Mr. Sims, the study which is about half
complete, sesms to indicate that sewer rates have increased
ﬂ?@%tzcaliy since sewer plant cperators came under the
k adiction of th@ PSC. Part of the increass is attribut-
able to increasing costs of plant operation but another part
appaars @Wﬁklbu@&hlﬁ to the PSC's QL@Vidlﬂq a forum for rate
requests that did not exist in the past. Whether tha vpra-
vious arrangement was bettar and whether we should return to
it 18 now under studv.

ﬁ-yg

After Mr., Sims’ report, a gquestion and answer period
ansued. The discussion centered arcund whether sewer bills
and water bills should be separate or combined.

The naxi item on the agenda was Subcommltme@ kg Tibe of
Chairman Quinlan called on Senator Sullivan for
on the Subcommittes on Utilities,

Chairman Sullivan informed +the commitetse the next
public hearing was on Tuesday, June 14, and would orobably
ba the last public hearing that they would have. After July
1, they would meat to discuss recommendations and possible
il=gislation.

R resentative Blandford, chairman of the Subcommittes
on ue gyi informed the committee that his subcommittes was
tO Qe dishanded and its work turned cover to the Special LRC
Subcommittes on Energy.

1&% was going to %@ done,
syemed and that 2 B
y have




landford made a motion to send
ﬁhe Cﬁ?mitt ‘s ﬁisp1~a$ure
2y ®hm% the
5 b

2

There being no further business before the
the meeting was adjourned at 3:40 p.m,
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INTERIM JOINT COMMITTEE ON
PUBLIC UTILITIES AND TRANSPORTATION

N

Subcommittee on Public Utilities
Minutes of Second Meeting of 1976-78 Biennium

June 14, 1977

The second meeting of the Subcommittee on Public Utili-
+ieg of the Interim Joint Committee on Public Utilities and
Transportation was held on June 14, 1277 at the Capitol,
FPrankfort, Kentucky in Room 327 at 2 p.m.

Present were:s

Members: Senator William Sullivan, Chairman; Repre-

sentatives Jim LeMaster, Bill McBee, Jimmy White, James B.
vatesg: and Senatoy John Rogers.

Guegts Appearing Before +the Committees
Vice=President, Touisville Gas
ny; Pam Goldman, Staff Attorney, Appalac
Defense Fund of Rentucky, Inc.; J. W
sident, Rentucky Utilities Company, Lexingto
asckenkamp, Planning Manager, Bast Rentucky Power Cooj
David ndeventer, Jefferson County Congumer

, i ©

&

n  Divisi H., £, Overcast and John L. Smith, Te
9 - B o
iiey A C¥ s

Reaves,
Kentucky

, UPI; Maria Braden, Assc ated Press.




chairman Sullivan briefly explained the purpeose of
g a hdarinq on electricity vates. He then introduced
r

oldin
first speaker, William Thurman of Loulsville Gas & Elec~

clauses

4 n
h ey
however, changing the rate StfuﬁLtf@ wiii
tg fro sg of customers to another e
re

ases in electric rates.

The next speaker to appear before the committee was Pam
iman, an attorney for the Appalachian Research & Defense
, Inc. Ms., Goldman spoke in behalf of the Xentucky
k Lung Asgociation.

Ms ., Goldman stated that since prices are likely to con=
nue 1ncreasima we should look for rate structures solutions
which make sens aconomically, ecclogically and socially.
Many poor families cannot afford even a slight increase in

electricity costs.

Goldman stataed that small customers now pay the
ates. Detailed cost of service studies may show
tter or lifeline rates are more eguitable. Time of

asonable pricing may be desirable. Changes in the
cture would be preferable to a utility stamp pro-

Mﬁ&uﬂgn conciuded




Mr. Richard Breckenkamp of Eastern Kentucky Power
Cooperative, Inc., was the neXt witness. Fastern Xentucky

is strictly a wholesaler of electricity. He said major
reasons for higher costs include the cost of coal, of con=

struction, and of capital, Environmental regulations also
add to cost. Flue desulfurization equipment would add $100
million to the cost of a megawatt unit built in 1982,
recently, ccnstruction of the Spurlock Il unit was delayed
six months by environmental groups. This delay cost Fast
Rentucky Cooperative an estimated $102,547 per day.

; Concerning rates, Mr. Breckencamp commented that he
felt that emphasis must be placed on research and testing of
alternative rate design concepts rather than immediate

implementation. Tndustry representation in the process of
research and testing is a necessity. Much more emphasis

must be given to interpretation, evaluation, and acceptance
of results from research projects in rate design.

The next witness was J. W. Bradley from Rentucky Ugili-

+ies., Mr, Bradley informed the committee that increasing
pressures on fuel costs {(mine safety regulaticns, mine union
contract negotiations), drastic increases in capital cost,

and very sxpensive envivonmental vegulations have all con-
rributed to the company's cost increases. The cost of pro-
viding electric sexrvice 2an be divided into three Compo=
L nents: customer costs, capacity costs, and energy costs.
My, Bradley argued that the present declining block rate
structure is based on these costs and is fair to all classes

of  customers. Taverted rate structures are not based on
cost of service. Kentucky Utilities already employs certain
types of peak load pricing and continues to evaluate such
rates, T.if=line rates would subsidize one group of cus-
romers by another group; it would be better for the govern-

Mr., Bradley explained that the fuel adjustment clause
iz part and varcel of the rate based on a formula related to
+he production efficiency of the system.

The next witness to appear before the committes was
navid Vandeventer of the Jefferson County Consumer Pro=
rection Division, Mr. Vandeventer informed the committee
members that some consumers at the present time are paying
more for electricity than they are paying for mortgage paye

He commented that he agresd with
es rvegarding the rising cost of !
just receiving coal through & i

the importance of overall
lems and point to reasonabhle

‘ments on their homes.
of the other wit
prices. .

2



Chairman Sullivan next recognized Mr. John Smith and
Mr. H. Edwin Overcast from the TVA, who stated that they
would be happy to answer any questions from the committee.

Chairman Sullivan asked about the free loans that TVA
is providing for the insulation of homes.

Mr. Smith answered that the program would begin in
July. It will provide an auditor or a surveyor to go into
the home of anyone who requests this, to help the homeowner
estimate the need for insulation and the cost. Interest

free loans apply only to attic insulation in homes that are
electrically heated.

Kentucky Power Company submitted a statement to the
committee prior to the meeting.

Chairman Sullivan thanked all the guests and asked
committee members to study the material that had been pro=-
vided so that they could bring recommendations to the next
subcommittee meeting.

There Dbeing no further business before the committees,
reeting was adjourned at 5:15 p.m.
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APPENDIX E

Table I-1 -- Structure of Total Costs for
Privately Owned Electric Utilities, 1974

[Figures in parentheses indicate percentage of total costs.
Does not add to 100 due to rounding.]

Type of Cost Cost (100083)

Power Production

Fuel 12,016,897 (32)

Purchased power 2,726,146 (7)
Other power production costs 962,384 (3)
Maintenance 1,160,497 (3)
Subtotal 16,865,924 (45)
Transmission 459,122 (1)
Distribution 1,652,824 (4)
Customer accounting and sales 983,523 (3)
Administrative and general 1,930,108 (5)

Total operation and maintenance Cost 21,891,501 (59}

Other (depreciation, amortization,

taxes, other expenses) costs 8,242,210 (22}

Total operating costs 30,133,711 (81

Utility operating income¥* 7,091,025 (19}
Total utility operating revenues 37,224,736

*Includes interest and return on equity.

Source: FPC, Statistics of Privately Owned Electric
Utilities in the United States, 1974.
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SURVEY OF SCRUBBER OPERATION AND
MAINTENANCE COSTS

ORJECTIVE
The objective of this appendiz is to survey available sources of

information fo develop an estimate of the operation and maintenance costs

Q
N
n
g}
o
o
=
I
[a
@

vstems used for flue gas desulfurization (FGD).

AMALYSTS

The sources comnsulted in this survey are listed in the following
pavagraphs along with the dnformation that was obtained.

1. A Black & Veatch client who has several years experience in the
oparation of a limestone scyubber on a 1argé {larger than 500 MW} unit has

abvor., materials, limeston

A
F

vienced oparation and maintenance costs {

1y

in the vrange of from less than 1 mill to approximately 1.5 mills per kWh,
with average costs of less than 1.4 wills per kWh. The addition of operating
energy costs {estimated at about (0.4 wmills per kWh) would bring total

scrubber 0&M costs to approximately 1.8 mills per kWh.
) E

s

2. A published report on Commonwealth Edison's Will County Unit

["Operation of a Limestons Wet Scrubber” Chemical Engineering Progress

Vol. 69, Wo. 6, June 1973] indicated 0&M costs of approximately 1.9 mills
per kWh. The report gave total scrubber charges of 42.4¢ per million Btu.
Subtraction of capital charges and ad valorem taxes gives 19.5¢ per million

Rtu for scrubber 0&M, which translates into approximately 1.9 mills per kWh.

W
5]



3. A recent paper from TVA evaluates scrubber costs ["Flue Gas Desul-

furization Economics" by McGlamery, et al., in Proceedings: Symposium on

Flue Gas Desulfurization, EPA-600/2-76-136a, May 1976]. Total costs
(capital plus 0&M) for limestone scrubbers are estimated in this paper to
range from 2.74 to 3.74 wills per kWh for large coal fired units. When
the allowance for capital charges is deducted, the resultant median Q&M
costs are on the order of 2 mills per kWh.

4, An article by Vierath and Walkley of General Electric in the

September 1976 issue of Power Engineering magazine ["'Cost of meeting clean

air requirements"] includes pertinent information. This article indicates

scrubber 0&M costs of 1.9 mills per kWh plus a differential annual O&M

()
Q
h
1y
o
o
o
>
i
~
=
=
-h
o]
t
a5
"

rlant with scrubbers versus one without. These

costs combine to give an overall cost of approximately 2 mills per kWh.

CONCLUSIONS

It is concluded that 2 mills per kWh is the best estimate of current
scrubber O&M costs and that values of 1 mill or 3 mills would represent

extremes. The following tabulation represents the expected vange of costs,

as of 1976.

ESTIMATED FGD SCRUBBER 0&M COSTS

. 0&M Cost
mills/kWh
Best estimate 2,0
Expected range of costs 1.5 - 2.5
Extreme wvalues 1.0 - 3.0
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APPENDIX F

PLEASE RETURN THIS QUESTICNAIRE TO: LINDA KUBALA, RESEARCH ANALYST,
LEGISLATIVE RESEARCH COMMISSION, FOURTH FLOOR, STATE CAPITOL,
FRANKFORT, FEENTUCKY 40601.

1. How far will you extend lines at no cost to the developer,
if at all?

Z. must be upgraded ( pla:
charged to the developer?
3 extension oosts, e
VOUL company’
4 n made,

nat he

ing

customer oo TEAT



SENATE MEMBERS HOUSE MEMBERS

Pat M. McCuiston Lioyd Clapp
Assistant President Pro Tem Speaker Pro Tem
Tom Garrett Bobby H. Richarosen
Majority Floor Leader Majority Floor Leader
Eugene P, Stuart William Harold Defdarcus
Minority Floor Leader - Mincrity Fivor Leadsr
" i ) 7 iR
A. D. “Danny" Yocom LEGISLATIVE RESEARCH COMMISSION Williain “Bill” Donnermeyer
Majority Caucus Chairman State Capitol Frankfort, Kentucky 40601 502-564-3136 Majority Caucus Chairman
Walter A. Baker or Camaie Bracidans Bro T Hermain W, Rattliff
Mincrity Caucus Chairman Joe Prathier, Senate President Pro Tem Minority Caucus Chairman
Wiliiam G. Kenton, Mouse Speaker
Keisgy E. Friend e
Majority W;’s}p airmen
Joe Graves Vic Hsilard, Jr. Raymond Overstraet
Minority Whip Diractor Minority Whip

3

May 11, 1

O
4
-

=

453
L

£ O
o -

Yo

The concern

o 4
Tesorc

e
S I S
e o B EEE

o
o

MO

uestio
. g ride sell 1
: i Buyers may d pe
sonal homes, or place heomes on these yES .,
2 I

Thank you very much

I will he glad to speak

LK/ bks 28

i



*UOLSUDIXD 3YZ W04 DIAUBS
89 01 s30( |e30) By} Aq
PAPLALD UOLSUIIXe Adsuiad
8yl 404 J4adoiaAasp 2yl

£Q pIINQqLJ43u0d Junowe 33
SL punjay ‘uoLiendlsuoed
jusuewidad J0 JJUBPLSAL B
01 UOLIJ3UUOD M3U Yoed
404 °Suah QT 404 punjidy

“DoLaad CuA 0T B oABA0
DUNL34 5Ly
[LaBl DB
J0 3502 [g10)
pepnioul si }
1BUT *aseyd-£ 51 pOLUSOA
¥

-0l 8g sauiy aseyd
aifurs BULlsSI¥® Bainbad
03 52 yans si quswdo

~19ABD BYL L0 BZLS 4T

o

Adeuigad
404 UOLINGLAZUOD
Aed 11w dsdogaasg

uasdg bul Moy
103 usdsem

“UOLSURIXD BY3F WOU) PoALIS
3q 03 s30[ |e30} 3yl Aqg
papiAaip 4adolansp 2yl Aq
P9INQLAIUOD Junowe 2Y3
9q |LBYS POIIBUUCD BDLA
-49s J4a8d punjsy -paldeu
-U0d U93Q Sey 3JU3PLSad
jusuewsad e 03 BDLAUDS
YOLYM UO UOLSLALPQNS

40 30 Yoed 404 sdesf
U3l J0) 4eIA Uord puniay

ON

SUOLSUDLXD AdBliLad
40 1500 p31RWLISE
Aed jieys Jadoisasg

piotyley
3034 A 1sem

‘po1Lo4404 89 ||eys jusu
-Ked BduUeApR JO JSPULBUD
‘sAep Q09 40 pordad e 404
PSNULIUODSLP SL 9DLAUIS
41 cpotuad *JA-QT 48A0
JUBWASIAUL SJABWOLSND 10
uoL}ezZ13J40WR U0 Paseq pa
-je404d Spunyay auL| uo
dpew SUOL3I3UU0D [RUOLY
-Lppe 41 Aluo poLuad

308e43U0D. “uk g

eueLylui)

*4A-U931 JBAO papuniay ubLs qsnw Ing ‘oN ON *24 000°T 3294 03 uosLddey
iuaodoansp syl ipodinbad 92 1AL3S dpeubdn 01 §3944 POPUBIXD
01 pau4nlaJd s$3s502 | 1tsodsp [eucliLppe S pobueys sedopanap s SOUL] 2d® JR] MOY A31LLn

UOLSUDIX3 34 MOH

LNIWdOTIAIA LHOSHY 04 SIIDIT0d NOISNILXI NO FUIVNNOILSIND OL SISNOSIY 40 ANVWWNS



40 B[ Lo

BT

3UON

SBWOY [ RUCSRES

53L3UN0Y
e ”UL

“sdnoao jusiudoy s
jedauab Adde pinoy

N

"3 000°1
T ) T o o T umolspaeg
DULY SLYT 40 U ysns se Aniiod ou aae 303 ABALY 1128
i4adoaaap aua spadinbad $B2LALDS apeabdn 03 SENVE]
01 pauJdniad S$1s500 31so0dsp [euoLILppe SJ n8bAeyD 4B00[BABD ST 2] MOH ALLLLAN
U0 SUD]Xd Bde MOH




‘aadoaasp A9

'pd e pas3X2 30U PINOM
§ f'3SU0D BUL] JU31e SJAA
01 354L4 Buidnp ALuo spew
3q pinom ‘ajqesyidde usym
fspunjad usng  TpaLdnULs
-U0d aul| B0} 40 "4
*49d 1500 obruadAR UG paseq
€134 000°1 40 1s02 puny
-94 :d4odopassp Aq 4oy pled
UoLSUDIXD 03 A|3384Lp P2
-109UU0D JBWO3T5ND YOBd 404

uWﬁnguc %a xm@ume
S® JBWo1sSND Byg Ag
PII0D8(8s $t jusudin
-ha aseyd-¢ ;1 osuad
~Xe Augduiod 32 Juop 3g “quaudo
LLLA stz “auswadinb BABD DL JBWOLSND

1,

-84 L3rouded sdsuol 03 40tJ4d ps3ssnbad
~5nD 38U 03 ngwm&mmz AR S313Lj oL A1

OpN g9 1snu = L3n BuLunsse fBUoy

OUM Sdslingsna

*BILALBS PUNSJS JARBA 3Rl

ALuo 284 3ULL JO "14 O00°T SPUBLXS Y97 “JeABMON  CuBud0] sABD

SueRA 0 J8A0
d8wo1sno Jad 14 000°T

DIIIBULOD JBUOT
~-SnD Moy Jdad "34
(3tsodep pen 000°T 40 @jepd 3e
~PLALPUL) Bweu SLy uL 4 COU 2T 4914% pIpung
PIISL{ JuUNn0dde yYowEd -34 *1503 11ng Aed
404 dLysasquaw §7¢ 02 paALNbaL B39 AoN

1854305
Ty AYIN3USY UInog

() (v)(€) pue (q) (2)
ydedbeied Q1 235 Yiim

£1duos - "Suk O] ASAC
A2W0SNO MBU/ 34 000°T

3DLALBS YoBed Uy 208
404 diysasquen 574 %g;:wm>wm 63 abdeys oy UGN

BLLLASRIOUDLYN
2034 ssedbanyg

A9WO1SND M3U/"24 000°

B2LAUBS PERBLUABAC
Buitjuem SAswolsno
}1so0dag oy sbdey)y oy 404 ALuo "22 00071

sl LAuUR(Q
207y Aunoj-Jas3ul

saesk Q1

A9A0 - 24 + 0O0FT ©SuA

f 4940 - "14 000°1-00€
sjunowe jenba up papuniay

@@}&@m mw 03 PRO| 40
oN 8z 8dA1 “acue 34 QST
U spuads

mobse
3y 5, Auae

iJodoiaasp a3ys
03 pauJ4nliaJd S$1s00
UOLSUDIXD B4E MOH

spadinbad
ilsodsp [RUCLILppE

7y
et

101



102

Aoljod uOL1SUDIXD 340894 Dljloads e 3Aey j0u oF 491SBYDULY
3334 MRL3
UOLSUIIND 240584 314108dS B 3aeRy 30U of Bangsbuiuia| g

)
(&)
op=
.
&
(=8

193y uosep-buLws |4

idado|sAsp 3yl
07 pPaULNGAL S2S0D
UOLSUDIXD B4R MOY

ipadtnbsd
3150dep [RuUCLILPPE ST

;®3LAA8s apedbdn 03
pabarys 23do(3A8p S

JL PEPUBIXD
ade igf MOH

A3Liean




G

Y

APPENDI

)1

i

ve Kegulat

rati

3

v
ce.

/1

v
i

Admini
!

S -

1 the
tric

e
W

v

— T
fn..,FL
ey
=
et
g 2
L o
£
S
o
(€]
o=t

.
e

greater ex-

ent so

2

en

ud

J

L

it

i

TeAes

it

T

af

BLOEer

cu

EEESRMATRIST

L.













